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Members of the Legidative Audit Committee:

This report contains the results of a performance audit of limited gaming in Colorado. The
audit was conducted pursuant to Section 2-3-103, C.R.S., which authorizes the State Auditor to
conduct auditsof all departments, institutions, and agenciesof state government. Thisreport presents
our findings, conclusions, and recommendations, and responses of the Division of Gaming, the
Limited Gaming Control Commission, the Colorado Department of Local Affairs, and the Colorado
Historical Society.
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STATE OF COLORADO
OFFICE OF STATE AUDITOR REPORT SUMMARY

J. DAVID BARBA, C.P.A.
State Auditor

Limited Gaming
Perfor mance Audit
January 2000

This performance audit of limited gaming was conducted under the authority of Section 2-3-103,
C.R.S., which authorizes the State Auditor to perform audits of all departments, institutions, and
agencies of state government. The audit was conducted according to generally accepted auditing
standards. The audit work, which included gathering information through interviews, reviewing
documents, and analyzing data, was performed between April and December 1999.

This report contains findings and recommendations relating to limited gaming in Colorado, and
addressesfunctionscarried out by the Division of Gaming, the Limited Gaming Control Commission,
the Department of Loca Affairs, and the Colorado Historical Society. We acknowledge the efforts
and assistance extended by staff of all these agencies. The following summary provides highlights
of the comments, recommendations, and responses contained in the report.

Overview

In 1990 Colorado voters approved a constitutional amendment authorizing limited stakes gaming in
themountaintownsof Central City, Black Hawk, and Cripple Creek. Limited stakesgaming restricts
players to a maximum single bet of $5 on dot machines, live blackjack, and poker games. Several
different agencies carry out gaming-related functions. The Divison of Gaming, within the
Department of Revenue, licenses, regulates, and supervises the conduct of limited gaming in the
State; the Limited Gaming Control Commission promulgates regulations for gaming, establishesthe
gaming tax rate, and approves all gaming licenses; the Department of Local Affairs administersthe
Local Government Limited Gaming Impact Fund, which provides monies to designated local
government agencies to offset their gaming-related costs; and the Colorado Historical Society
administers the State Historical Fund, which receives a portion of gaming revenues to be used for
historic preservation purposes.

In Fiscal Year 1999 the State collected over $78 million in gaming-related revenues, which were
deposited into the Limited Gaming Fund. Gaming revenues consist primarily of receipts from the
gaming tax paid by casinos. The Limited Gaming Fund is distributed according to the Constitution
and statutes with 50 percent going to the State General Fund, 28 percent to the State Historical Fund,
12 percent to the gaming counties, and 10 percent to the gaming cities. Of the General Fund portion,
11 percent is then distributed to the Local Government Limited Gaming Impact Fund.

For more information on this report, contact the Office of the Sate Auditor at (303) 866-2051.

-1-
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Requests for Gaming | mpact Funds Exceed Grants

By statute, the Local Government Limited Gaming Impact Fund receives a minimum of 11 percent
of the General Fund share of the Limited Gaming Fund each year. The Impact Fund isadministered
by the Department of Local Affairs with assistance from the Local Government Limited Gaming
Impact Advisory Committee. Local governments request grants from the Fund through the
Department of Loca Affairs. Statutes indicate that the Impact Fund should pay for al impacts not
covered by other gaming revenue sources. However, there are two reasons to believe this may not
be occurring. First, the Department of Local Affairs does not require grant applicants to provide
information on impacts that have been addressed by other gaming revenue sources, so it is difficult
to determine if al gaming impacts are being paid for. Second, in the two years since the inception
of the Impact Fund, the dollar amount of grant requests has exceeded funds awarded by an average
of 45 percent. We estimate the cumulative, unduplicated amount of unfunded grant requestsis about
$4.7 million. Although the statutes state that the Impact Advisory Committee shall request additional
funding if needed to cover all the impacts of gaming, no additional funding has been requested. We
recommend the Depar tment of L ocal Affair sensurecompliancewith thestatutory requirement
tofund all gamingimpactsby requesting additional funding asappropriateto meet unfunded
needs.

Information on the Statewide | mpacts of Gaming Has Not Been Compiled

Since gaming began, the State General Fund has received over $137 million from gaming taxes and
fees, and the gaming cities and counties have received over $80 million. Inaddition, costs associated
with limited gaming have been incurred in a wide variety of areas, including loca government
infrastructure, law enforcement and emergency services, and transportation. Thestatutesindicatethat
gaming revenues should pay for the impacts of gaming. However, information on the statewide
impacts of gaming has not been compiled, making it difficult to determineif all impactsare being paid
for out of gaming revenues. Local governments and state agencies can report the impacts of gaming
on their operations to the Gaming Commission, and local governments report impacts to the
Department of Local Affairsto request Impact Fund grants. However, at thistime, no single report
or data source has comprehensiveimpact information which might clarify overall gaming effects. We
believe there is arisk that the overall impacts are not fully understood because the information is
fragmented. Without comprehensive information, it is difficult for the Gaming Commission and the
Department of Local Affairsto assessthefull spectrum of gaming impacts and make informed taxing
and funding decisions. To ensure the Commission and the Department have al the information that
is relevant to taxing and funding decisions, we recommend the Limited Gaming Control
Commission and the Department of Local Affairswork together to compile information on
gaming effectsinto a comprehensiveimpact report and consider theneed for a study to collect
data on other impacts.
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Taxes Set by the Gaming Commission Can Affect State General Fund Levels

According to the State Constitution and statutes, the Gaming Commission isresponsible for setting
the gaming tax rate within the limitation that “up to a maximum of 40 percent of the adjusted gross
proceeds of limited gaming shall be paid by each licensee.” Statutes specify factorsthe Commission
should consider in setting the tax rate, including the need to provide monies to the gaming cities for
historic restoration and preservation, theimpact of gaming on the communitiesand any state agency,
the profitability of the other forms of gambling, and the intent of the Limited Gaming Act in
encouraging growth and investment in the gaming industry. The result of the Commission’s tax-
setting effort isagraduated tax schedule with rates of 0.25 percent on the first $2 million of adjusted
gross proceeds, 2 percent on the next $2 million, 4 percent on the next $1 million, 11 percent on the
next $5 million, 16 percent on the next $5 million, and 20 percent on proceeds over $15 million.

Because a portion of the Limited Gaming Fund is deposited into the State's General Fund, the
Gaming Commission is in a unique position of influencing the amount of monies available for
appropriation by the Genera Assembly. The Limited Gaming Act does not require the Gaming
Commission to consider theimpact on the General Fund or the amount of surplusrevenues generated
as defined by TABOR when setting the gaming tax rate. However, in setting the tax rates for Fiscal
Y ear 2000, the Commission did consider the effect of the gaming tax revenues on the General Fund
and on surplus revenues, and reduced the tax rates, in part to reduce the surplus.

The Gaming Commission Should Consider Alternative Tax Policies

Gaming Commission policies on taxes indicate that the focus has been on providing a favorable
environment for viability of the gaming industry and to befair in dealing with different typesand sizes
of casinos. However, wefound thetax policies do not always promote equity among casinos and do
not maximize revenues collected by the State that are used, in part, to pay for gaming impacts. For
example, the gaming tax is assessed on each individual casino’ s adjusted gross proceeds. Thispolicy
favors multiple-casino owners by reducing the amount of taxes they pay. We estimate that five
casinos with multiple ownership situations paid about $3.1 million lessin gaming taxesin Fiscal Y ear
1999 because of this policy. In addition, taxes are sometimes assessed at the lowest rate when there
isachange of business entity along with achangein ownersfor acasino during theyear. Thispolicy
benefitsthe casino owners but has reduced the taxes coll ected by an estimated $750,000 over the past
five years. We recommend the Gaming Commission consider alternative approachesto its
gaming tax structure and policies to help ensure equity among different-size casinos and
consistency in the application of policies.
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Some New Casinos Do Not Meet Constitutional Requirements

The constitutional amendment that legalized gaming in Colorado intended to promote the economic
viability of the gaming cities while preserving their historic characteristics. In fact, the amendment
requiresthat limited gaming only occur in structures which conform, as determined by the municipal
governing bodies, to the architectural styles and designs common to the areas prior to World War 1.
Although the cities have benefitted economically from limited gaming, the preservation of their
historic characteristics has sometimes suffered and some recently built casinos do not fit the
constitutional criteria. According to information from the Colorado Historical Society, the largest
buildingsin any of the gaming cities prior to World War | had grossfloor areas of 40,000 square feet.
Of the six casinos currently operating in entirely newly constructed buildings, four exceed this
maximum, ranging in size from 49,000 to 286,000 square feet. These larger, non-historic casinos
threaten thecities historic designations; in 1997 the National Park Service placed all three Colorado
gaming cities on the list of the most at-risk National Historic Landmarks in the country.

We recommend the Gaming Commission and the Colorado Historical Society work with the
General Assembly to develop legislation to include state participation in the construction of
new casinosin the gaming towns. This could include having the Colorado Historical Society
review plans and specifications for new casino buildings, and/or remodeled historical casino
buildings, and make recommendations to the Gaming Commission for licensing of casino
owners. Another option is to have the Historical Society approve such plans and
specifications.

State I nvolvement in Decisions About the Use of Funds for Preservation of the
Gaming CitiesWould Be Ben€ficial

A portion of the Limited Gaming Fund is deposited in the State Historical Fund and then distributed
to the three gaming towns for use at their discretion for “preservation and restoration of the cities.”
All three towns originally established programs to grant these funds in accordance with the United
States Secretary of the Interior’s guidelines for preservation and restoration of historic buildings.
However, in 1998 Black Hawk rewrote its grant program guidelines, stating the program’ s purpose
was “to distribute the benefits from gaming revenues to local residents and property owners’ with
no specific mention of historic preservation. Furthermore, a 1999 investigation by the Colorado
Bureau of Investigation found that some residential grants made by Black Hawk were not being
appropriately used for historic preservation. This investigation indicates that some state-level
participation in the cities' grant processes, which has been absent, may be beneficial. To help ensure
that the portion of the State Historical Fund distributed to the gaming citiesis appropriately used for
historic preservation, we recommend the Colorado Historical Society work with the General
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Assembly to develop legislation to include state participation in the use of State Historical
Fund dollars by the gaming cities.

The Gaming Division Has Not Reached Its Revenue Audit Goal

The Division of Gaming, which is responsible for regulating and licensing the gaming industry in
Colorado, has a Fiscal Year 2000 budget of about $8.6 million and 73.5 FTE. Among other
activities, the Division’ saudit section, which has 14 audit staff, conducts revenue audits on a three-
year cycle to ensure that reported adjusted gross proceeds are accurate. To date, the Division has
audited about 67 percent of annual adjusted gross proceeds of the 49 casinos for any year since the
inception of gaming. The Division’s goal is to audit 80 percent of adjusted gross proceeds over a
three-year cycle. InFiscal Year 1999 the audit section completed about half its planned audits. We
believe one reason all scheduled audits are not completed is that the audit section does not devote
sufficient staff resourcesto revenue audits. According to staff plansfor Fiscal Y ear 2000, only about
one-third of audit staff time is scheduled for revenue audits, while about 40 to 50 percent of audit
staff timeisassigned to conducting compliance reviews. 1n addition, in some cases separate revenue
and compliance audits are done on the same casino in the same year. Audits serve as an important
tool to promote accurate reporting of gaming proceeds. Failure to audit a significant portion of
revenues or number of casinos may diminish the regulatory effect of audit oversight. We
recommend the Division examine the allocation of audit resources and improve its revenue
audit coverage by changing its approach to eliminate or reduce separate compliancereviews
and revenueauditson thesamecasinoin a 12-month period, contracting out some audits, and
moving toward a shorter audit cycle.

Delaysin the Division’s Automated Licensing System Were Costly

In January 1996 the Division began working with the Department of Revenue's Information
Technology (IT) Division to develop acomputerized licensing system. The system was intended to
be completed by the summer of 1997. However, the project was not completed as of August 1998,
and the Division subsequently hired aprivatefirmtoinstall an automated licensing system aong with
imaging and administrative tracking systems. The estimated cost of the IT Division's efforts was
about $500,000 and the cost of the system installed by the private firm is nearly $870,000.
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There was little evidence that a system requirements document had been devel oped or discussed by
theDivisionor IT for theoriginal project effort, making it difficult to determine the specific problems
that arose. However, it is clear that no written agreements on the deadlines or outcomes of the
project were devel oped, and there was no formal methodology withinthe I T Division for developing
client/server applications. To prevent future programming projects from becoming over budget and
past due, werecommend the Division of Gaming ensurethat all programming projectsinclude
per formance agr eements that document the requirements, scope, and costs of the projects.

A summary of responses to the audit recommendations contained in the report can be found in the
Recommendation Locator.



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
1 21 Ensure all gaming impacts are funded by requesting more comprehensive  Department of Local Partially August 2000
information on impacts and funds used to address the impacts, and by Affairs Agree
reguesting additional funding as needed to meet all needs.
2 24 Improve operation of the Local Government Limited Gaming Impact Fund  Department of Local Agree August 2000
by maintaining documentation of the process and using purchase orders Affairs
instead of contracts for grants under $25,000.
3 28 Compile information on gaming effects and impacts into a comprehensive  Department of Local Partially May 2000
report to be used for taxation and grant funding decisions. Determineif an Affairs Agree
additional study of gaming impacts is needed.
Limited Gaming Disagree -
Control
Commission
4 36 Consider alternative approaches to the gaming tax structure such as Limited Gaming Disagree -
changing the taxed entity to the owner; discontinuing theinformal policy of Control
changing tax rates with changes of business entity and owners; applying Commission
graduated taxes on a monthly basis; or establishing aflat tax rate.
5 38 Formalize in rules the policy on applying tax rates when a change of Limited Gaming Partially December 1999
business entity along with a change in owners occurs during the year. Control Agree
Commission




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
6 42 Work with the General Assembly to develop legislation to determine the  Colorado Historical Partially -

most efficient manner of including state participation in ensuring new Society Agree
casinos meet the constitutional requirement of historic style and
architecture. Limited Gaming Disagree -
Control
Commission
7 49 Work with the General Assembly to determinethe most efficient mannerto  Colorado Historical Partially -
ensure State Historical Funds are used for historic preservation and Society Agree
restoration activities.
8 55 Increase revenue audit coverage. Division of Gaming Disagree -
9 60 Ensure all computer programming projects include formally documented  Division of Gaming Implemented -
agreements with scope requirements and costs.
10 63 Streamline the license renewal process by extending the term of a photo  Division of Gaming Disagree -

identification badge to four years, and issue renewal stickers for valid
licenses every two years.




Description of Limited Gaming in
Colorado

The Colorado Constitution

In 1990 Colorado voters approved a constitutional amendment (Article XVIII,
Section 9) authorizing limited stakes gaming in the mountain towns of Central City,
Black Hawk, and Cripple Creek. Limited stakes gaming restricts players to a
maximum single bet of $5 on dot machines, live blackjack, and poker games. The
amendment also:

Requires the creation of a Limited Gaming Control Commission.
Authorizes the assessment of gaming taxes and fees.

Specifies the distribution of gaming revenues.

Confines gaming to buildings that conform to pre-World War | architectural
styles.

* Restricts the amount of floor space a casino can devote to gaming.

e Limits gaming activities to the hours of 8:00 am. to 2:00 am.

Regulation and Administration of
Limited Gaming

The Constitution states that the “administration and regulation of...Section 9 [of
Article XVIII of the Constitution] shall be under an appointed Limited Gaming
Control Commission.” Specific functionsrelated to gaming were designated through
the enactment of the Limited Gaming Act in 1991. The Act (Section 12-47.1-101,
C.R.S,, et seq.) assignsresponsi bilitiesfor limited gaming-rel ated functionsasfollows:

The Division of Gaming, within the Department of Revenue, is responsible for
licensing, regulating, and supervising the conduct of limited gaming inthe State. The
Divison maintainsofficesin Central City and Cripple Creek, aswell asin Lakewood,
to carry out its oversight and enforcement functions. The Division is described in
greater detail in Chapter 4.

The Limited Gaming Control Commission, whose membership is specified in the
statutes, is mandated by the Constitution to promulgate rules and regulations for
gaming, establish the gaming tax rate, and approve al gaming licensesissued in
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Colorado. The Commissioniscomposed of five members appointed by the Governor
who meet at least monthly to carry out their duties. Chapters 1 and 2 contain
information about the Commission’s functions.

The Department of Local Affairs administers the Local Government Limited
Gaming Impact Fund with the assistance of the Local Government Limited Gaming
Impact Advisory Committee. The Impact Fund provides monies to governmental
agenciesin the 13 countiesthat arein proximity to gaming localities, including those
in the southwest corner of the State near tribal gaming establishments. The monies
areintended to offset the costs these agenciesincur dueto theimpact of gaming. The
agencieseligible for moniesfrom thisfund must apply for grants. Chapter 1 discusses
the Local Government Limited Gaming Impact Fund grant processin greater detail.

The Colorado Historical Society administers the State Historical Fund, which
receives 28 percent of the gaming revenues left over after the Division and
Commission expenses have been paid. Of thisamount, 20 percent isdistributed to the
three gaming cities for historic preservation and 80 percent is used by the Historical
Society to make grants for the following historic preservation purposes.

» ldentification, documentation, and designation of historic buildingsand sites.

» Acquisition, excavation, and restoration of historically designated buildings
and sites.

» Education and training for public entities and private citizensin planning for
and addressing preservation needs.

» Preparation, distribution, and presentation of educational andinformationaids
on historic preservation practices and planning.

Chapter 3 discusses issues relating to the Historical Fund.

Gaming Revenues and Expenditures

In Fiscal Year 1999 the State collected over $78 million in gaming-related revenues,
which were deposited into the Limited Gaming Fund. Gaming revenues consist of
receipts from the following sources:

» Thegaming tax paid by casinos on their adjusted gross proceeds, which are
defined asthe total amount of all wagers made by players minusall payments
to players.
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e License, application, and background investigation fees paid by license
applicants. A chart of feesisincluded in Appendix A.

» Gaming devicefeesthat were collected annually by the Division until June 30,
1999. At that time, the fee, which had been $75 per gaming device, was
eliminated.

» Other sources, including fines and earnings on revenues collected.

The following chart shows gaming revenue received for Fiscal Y ear 1999:

Gaming Revenues Fiscal Year 1999

Revenue Sour ce Amount Per cent of Total
Gaming Taxes $74,217,106 94.5%
License, Application, and Background

Investigation Fees $1,194,645 1.5%
Gaming Device Fees $1,290,975 1.6%
Fines $337,854 0.5%
Interest, Investments, & Other $1,508,170 1.9%
Total $78,548,750 100%
Source: Office of the State Auditor analysis of Division of Gaming annual reports and budget

documents.

Gaming revenues are not collected solely to offset the expenses of the Division and
the Commission. After the Division and Commission expenses have been paid, the
remaining gaming revenues are distributed according to constitutional directives as
shown in the following chart.
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Distribution of the Limited Gaming Fund
General Fund

Gaming Cities

State Historical Fund

Gaming Counties

Source: Colorado Constitution.

The statutes contain further provisionsfor distributing thefundsallocated to the State
Genera Fund. First, thestatutes providethe Colorado Tourism Promotion Fund with
0.2 percent of the Limited Gaming Fund, reducing the remaining Genera Fund
portion to 49.8 percent. Thisisdistributed in the following manner:

Distribution of the General Fund Share of the Limited Gaming Fund

Recipient Amount

Municipa Impact Fund 2.0 percent

Loca Government Limited Gaming Impact Minimum of 11 percent
Fund

Colorado Department of Transportation Amount Determined by the General
Assembly

At the Discretion of the General Assembly | Remainder

Source: Section 12-47.1-701, C.R.S.

Specific distributions from the Limited Gaming Fund are shown in Appendix B.
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Audit Scope

Thisaudit examined various limited gaming-rel ated activities carried out by anumber
of state agencies. The audit focused primarily on the functions and duties of the
Limited Gaming Control Commission and the Division of Gaming. However, the
administration of gaming funds through the Loca Government Limited Gaming
Impact Fund and the State Historical Fund was also reviewed. In addition, the audit
determined the status of prior recommendations to the Gaming Division and
Commission, the Department of Loca Affairs and the Local Government Limited
Gaming Impact Advisory Committee, and the Colorado Historical Society.



15

Gaming I mpacts
Chapter 1

Gaming Affects Gover nment Services at
Various L evels

The establishment of limited gaming in Colorado was anticipated to have impacts on
the cities and counties where gaming is authorized, as well as on state government
agencies. One outcome of limited gaming has been increased revenues to the State
and to cities and counties where gaming occurs. For example, since gaming began,
the State General Fund has received over $137 million from gaming taxes and fees,
and the gaming cities and counties have received an additional $80 million, or an
average of about $10 million per year. Furthermore, increases in costs have been
incurred in awide variety of areas since gaming began, including, but not limited to,
local government infrastructure, law enforcement and emergency services, and
transportation. Impacts have been reported by agencies ranging in size and scope
fromindividual not-for-profit social servicesagenciesto the Colorado Department of
Transportation and include the following:

Transportation and Traffic. Gaming has caused significant increases in traffic on
the roads in the gaming cities and on highways in the vicinity of the cities. Between
1991 and 1998:

» Averagedaily traffic increased 370 percent at the junction of State Highway
119 and U.S. Highway 6 near Black Hawk and Central City.

» Averagedaily traffic increased about 120 percent on State Highways 67 and
24, both near Cripple Creek.

» Average dally traffic increased 38 percent on State Highway 160 near the
Indian gaming localities in southwestern Colorado.

Due to the traffic increases, costs for road improvements, paving, widening, and
maintenance haverisen. Black Hawk is spending more than $10 million over severa
yearsfor reconstruction of city streets, and more than $9 million in gaming funds has
been requested for Fiscal Year 2001 for reconstruction work on state and U.S.
highways near the gaming communities.
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L aw Enforcement. Black Hawk, Central City, and Cripple Creek have seen dramatic
increases in arrests since the beginning of limited gaming in 1991. While the number
of reported arrests statewide increased an average of about 3 percent annually
between 1991 and 1998, sheriffs in the gaming cities and counties reported the
following:

e The number of arrests in Black Hawk, Central City, and Cripple Creek
increased from a combined total of about 250 in 1991 to over 1,100 in 1998,
an average increase of 42 percent per year.

e The number of arrests in Gilpin County (which includes Black Hawk and
Centra City) increased from 79 to 163 between 1991 and 1998, an average
of 13 percent per year. The number of arrests in Teller County (which
includes Cripple Creek) rosefrom about 320 in 1991 to ailmost 1,200 in 1998,
an annual average of about 33 percent over the period.

The city of Cripple Creek aone has increased its law enforcement budget by over
$1.2 million since gaming began, anincrease of over 1,300 percent, and Gilpin County
reports its costs for judicial and public safety functions have tripled since gaming
began, to $1.8 million in 1998. In addition, the Colorado State Patrol has requested
fundsspecificaly for traffic enforcement activitiesin and around the gaming citiesand
counties, receiving an average of $1,042,000 per year since Fiscal Year 1997 for
uniformed troopers, administrative support, and operational expenses.

Emergency Services. Thegaming counties have handled substantial increasesin the
demand for emergency services. Teller County reports that it has experienced an
increase in the number of emergency service calls of over 200 percent since 1991. In
addition, Gilpin County’s annual costs for ambulance service have increased amost
eightfold since gaming began, from just over $10,000 in 1991 to almost $90,000 in
1998.

Judicial Administration. Gilpin and Teller counties have experienced increasesin
their court caseloads that exceed increases across the rest of the State. Between
Fiscal Y ear 1991 and 1998 the average annual increase in the number of district court
filingsin Gilpinand Teller countieswasabout 12.5 percent compared with 3.2 percent
for the State as awhole. Increases were especialy evident in the first several years
of gaming, asfollows:

e In Gilpin County, the county court caseload increased 458 percent, and
district court filings increased 128 percent between Fiscal Year 1991 and
Fiscal Year 1993.
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» InTéler County, the county court casel oad increased 99 percent, and district
court filingsincreased 63 percent between Fiscal Year 1991 and Fisca Y ear
1993.

As aresult of the growth in caseload, about seven new staff have been added in the
two counties since 1991, and the Judicial Department has received an average of
about $204,000 per year to cover the increased costs related to gaming.

Public Health. The number of food service inspections has increased in Gilpin and
Teller counties since gaming began. In 1991 an average of 54 and 42 inspections
were done in Gilpin and Teller Counties, respectively. The projected Fiscal Year
2000 figures are 117 inspections in Gilpin County and 271 in Teller County. These
numbers represent an increase of amost 120 percent in Gilpin County and 545
percent in Teller. The Department of Public Health and Environment has received
about $45,000 per year to offset the costs of additional inspections due to gaming.

Fire Safety. The Division of Fire Safety in Limited Gaming Establishments was
created within the Department of Public Safety in 1991 to establish minimum
standards for fire and life safety in limited gaming establishments, to inspect
establishments, and to provide technical assistance to local building and fire officials
in Central City, Black Hawk, and Cripple Creek. Operating costsfor the Division are
estimated at $141,000 for Fiscal Y ear 2000. In addition, Cripple Creek hasincreased
its budget for fire protection over 900 percent since 1990.

A more completelisting of gaming impacts, asreported by state and local government
agencies, isincluded in Appendix C.

Statutes Recognize the Need for Gaming
Revenuesto Pay for Gaming I mpacts

The Limited Gaming Act of 1991 contains provisions that acknowledge the need to
provide funding to pay for the impacts of limited gaming on affected cities, counties,
and the State. Specificaly, the Act:

o Stipulatesthat one of the factors the Gaming Commission isto consider each
year in setting the tax rate is the impact of gaming on the affected
communities and the State.

» Creates aLoca Government Limited Gaming Impact Fund administered by
the Department of Local Affairs and the Local Government Limited Gaming
Impact Advisory Committeeto providefinancial assistancetodesignated|ocal
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governments for documented gaming impacts. This fund receives 11 percent of the
General Fund share of the Limited Gaming Fund.

» Creates a Municipa Limited Gaming Impact Fund to compensate the
municipalitiesof Woodland Park and Victor for expensesincurredinresponse
to limited gaming. Thisfund receives 2 percent of the General Fund share of
the Limited Gaming Fund.

Despite these statutory provisions, there is alack of comprehensive information to
determine if all impacts are being paid for out of gaming revenues. Although the
Gaming Commission receivesinformation from various sourcesin making itstax rate
and other policy decisions, it does not have complete data assembled in a way that
provides an overal picture of gaming’'s positive and negative impacts.

Thisinformation would be useful not only to the Gaming Commission for identifying
the overall gaming-related revenue needs of state and local government agencies but
also to the Department of Local Affairs for granting impact funds. To date, the
Department of Local Affairs has granted moniesfrom the Local Government Limited
Gaming Impact Fund to cover only about half of the grant requestsreceivedinthelast
two years. Statutes provide a minimum level of funding for the Impact Fund (11
percent of the General Fund share of the Limited Gaming Fund) and authorize the
Loca Government Limited Gaming Impact Advisory Committee to request monies
to cover al documented gaming impacts. However, no additiona funds have been
requested to meet gaming impact needs.

Each of theseissuesis discussed in greater detail below.

The L ocal Government I mpact Fund
Provides Grantsfor Gaming I mpacts

The Department of Local Affairsadministersthe Local Government Limited Gaming
Impact Fund (Impact Fund) in accordance with criteria and recommendations of the
Local Government Limited Gaming Impact Advisory Committee. The Impact Fund
was established in 1997 to provide financial assistance to designated local
governments for documented gaming impacts, including those related to Indian
gaming. The funds may be used to finance planning, construction, and maintenance
of public facilities and to provide public services related to gaming impacts. The
designated local governments are:

* The counties of Boulder, Clear Creek, Grand, Jefferson, El Paso, Fremont,
Park, Douglas, Gilpin, Teller, La Plata, Montezuma, and Archuleta.
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» Themunicipalitieswithinthese counties, except for Black Hawk, Central City,
Cripple Creek, Victor, and Woodland Park. (Victor and Woodland Park
receive funds from the Municipal Impact Fund through Fiscal Year 2002.
Beginning July 1, 2002, these two citieswill be eigible to request funds from
the Local Government Limited Gaming Impact Fund.)

* Any specia district providing emergency services within these counties.

By statute, the Local Government Limited Gaming Impact Fund receives aminimum
of 11 percent of the General Fund share of the Limited Gaming Fund each year.
Furthermore, the statutes state that the Local Government Limited Gaming Impact
Advisory Committee “shall request funding for all documented gaming impacts’ on
the eligible citiesand countiesif the minimum amount of the Impact Fund, along with
other gaming revenue sources (such as the constitutional and statutory distributions
to the gaming cities), is not sufficient to address all those impacts.

Applicationsfor Impact Fund Monies
Exceed Grants

Inthetwo yearssince theinception of the Local Government Limited Gaming I mpact
Fund, the dollar amount of grant requests has exceeded funds awarded by an average
of 45 percent. In 1998, grant applications requesting just over $6 million were
received by the Department of Local Affairs. At that time, the Impact Fund had about
$3.3 million available and the Department awarded grants totaling $3.28 million to
applicants. 1n 1999 about $6.5 million in grants was requested. The Department
awarded $3.78 million to applicants from the $3.8 million that was transferred to the
Impact Fund that year. To date, the Department hasreceived 115 applicationsand has
awarded full funding to 46 applicants, partial funding to 42 applicants, and no funding
to 27 applicants.

We estimate the cumul ative amount of unfunded grant requestsis about $4.7 million.
This amount may not be covered by other gaming revenue sources. For example, in
1999 Montezuma County applied for $416,900 from the Impact Fund and was
awarded $250,000. Unlike Gilpin and Teller counties, Montezuma does not directly
receive any gaming funds, and according to analysis by Department of Local Affairs
staff, the County does not receive increased tax revenues associated with gaming. In
this case it appears that the $166,900 in gaming impact costs not funded through the
Impact Fund will not be covered by gaming revenues. The Advisory Committee has
not requested any additional funds for these types of grant applications. According
to Department of Local Affairs staff, each year the Advisory Committee and the staff



20

Limited Gaming Performance Audit - January 2000

have considered the need for additional funds and have decided no request is
necessary.

Discussionswith Department staff, commentsmadeat the Advisory Committeeaward
meeting, and Department documents indicate that denials of Local Government
Limited Gaming Impact Fund grant requests are made primarily to avoid exceeding
the 11 percent amount that is automatically deposited to the Impact Fund. For
example, according to theletters sent to grant applicants, 40 percent of thosewho did
not receive funding in 1999 were denied because of a lack of available funds.
Specifically, letters stated that grants could not be made for funding of requests
ranging from $80,000 to $1.1 million because of:

e The"limited grant resources available.”
e The“substantial amount of the grant request relativeto thedollarsavailable.”
» The*sgnificant competition for the limited funds available.”

Overdl, more than 60 percent of the funds denied were explained as being due to
limited resources.

The Department of Local Affairs Lacks Datato
Determineif There Are Unmet Needs

In addition to reviewing grant applications and working with applicants to clarify
funding needs, Department of Loca Affairs staff analyze other information relating
to gaming impacts for the Advisory Committee. Specificaly, they try to isolate
increases in sales taxes due to gaming by comparing each applicant’ s sales tax base
and collections with statewide averages and with another county or municipality with
smilar population attributes. The staff aso determine the amount of property tax
that may be associated with gaming properties in the localities. For example, the
Department estimated that Gilpin County will collect about $1.38 millionin property
taxes in Calendar Y ear 2000 and noted that 50 percent of the assessed valuation of
property in the county is from gaming properties. This information is useful in
comparing impactsidentified by applicants with estimated revenue benefits they may
have received from gaming. However, we noted the following issues with the clarity
and extensiveness of the information used in making funding decisions:

» The estimates of tax increases do not always indicate whether the taxes are
entirely attributable to gaming. For example, in the case of Gilpin county,
described above, it is not clear if 50 percent of the property taxes should be
considered gaming revenue or whether the properties existed and were taxed
before gaming.
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» Thecalculationsdo not provide any information on whether all the additional
revenues have been used to pay for gaming impacts or whether other impacts,
not addressed by specific grant requests, exist.

e The Department of Local Affairs does not require applicants to provide
gpecific information on impacts that have been addressed by other gaming
revenue sources. Department of Loca Affairs officials stated that they
assume all the impacts for which grant requests are made are in excess of
other funding sources; otherwise, the applicants would have no need to apply
for the grant funds.

Werecognizethat all thefundsrequested through the Impact Fund grant process may
not represent genuine gaming impact needs and that the Department has a
respons bility to award grantsonly for requestsit concludes arelegitimate. However,
due to the amount of the requests for Impact Fund grants, the denia of grants based
on perceived funding limitations, and the lack of more comprehensive information to
assess the total extent of impacts, it is difficult for the Department to conclude that
al gaming impacts are being addressed or to identify a specific amount of additional
fundsthat may be needed to manage theimpacts. In addition, thereisno information
on the aggregate impact of gaming throughout the State.

Recommendation No. 1:

The Department of Local Affairs should ensure compliance with the statutory
requirement to fund all gaming impacts by:

a. Reguesting applicants to provide more comprehensive information on their
total impacts and the extent to which other sources of gaming funds address
those impacts.

b. Identifying specific amounts of unfunded gaming impacts from the requests
submitted by applicants.

c. Requesting additional funding as appropriate to meet unfunded needs.

Department of L ocal Affairs Response;

Partidlly agree. The application form for financial assistance requires
applicants to identify gaming revenue benefits and to assess gaming impact
costs measured through the standardized methodology adopted by the
Advisory Committee. The assessment identifies important, unmet funding
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needs in specific service areas. It isnot intended to be a comprehensive report of al
gaming impacts affecting the local government. The Department does not dictate to
loca governments that all gaming impacts within its jurisdiction should be
documented, but rather allows for voluntary reporting. The unfunded costs that are
not reimbursable through traditional local revenue generation methods or other
sources (e.g. the direct distribution of limited gaming fund proceeds to Teller and
Gilpin Counties per the state constitution) are identified and used as justification for
projects submitted for grant funding. The Advisory Committee bases its funding
recommendation on the review and analysis of this information. After al projects
have been reviewed, the Advisory Committee, at its discretion, determines if
additional funds should be requested from the General Assembly and the Limited
Gaming Control Commission to meet all funding needs identified in the application
review process pursuant to C.R.S., 12-47.1-1601. In the two years of program
operation, the Committee has determined that the level of documented need has not
exceeded the amount of funding allocated. The Committee concluded in both years
that: (1) the quality of some projectsand their rel ationship to gaming impact were not
sufficient to justify full or partial state funding and, (2) the amount of moneysin the
fund should not be supplemented to address these marginal projects with limited
relationships to gaming impact.

Following the funding decisions by the executive director of the Department,
the advisory committee will be notified of those projects which are only
partially funded or denied funding. A poll of committee memberswill then be
taken to determine if additional funds should be requested by the General
Assembly and the Limited Gaming Control Commission to support unfunded
needs. Thiswill be implemented in August of each year.

The Department of Local Affairs I mpact
Fund Grant Process Could Be | mproved

Grants from the Loca Government Limited Gaming Impact Fund are requested
through annual applications submitted to the Department of Local Affairs.
Department field representatives review the applications and work directly with the
applicants to develop summaries of the requests for use by the Local Government
Limited Gaming Impact Advisory Committee in making funding recommendations.
Find funding determinations are made by the executive director of the Department
of Local Affairs. Onceagrant has been awarded, acontract between the Department
of Local Affairsand the granteeiswritten and the recipient receives 12 percent of the
grant award. Additional funds are disbursed when grantees provide evidence of
expenditures on their grant projects.
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We noted two general areas in which the grant process could be improved, as
described below.

Documentation of the application and award process. One concern is with the
documentation of the grant award decisions. We found little written evidence of the
reasons for awarding full, partial, or no funding of grants. In part, thisis due to the
fact that, unlike other meetings of the Advisory Committee, no minutes are taken and
recorded of the committee hearing where awards are voted on. Department of Local
Affarsstaff prepare compilations of the votes, but thereis no formal record of either
the votes or the comments made at the award meeting. Thorough and accurate
documentation of the grant process is important to help ensure that the criteria for
grant awardsare cons stently applied in making funding decisions. Furthermore, there
is no documentation that the Department and the Advisory Committee are fulfilling
their mission of addressing all gaming impacts. Finally, the open meetings law
requires that minutes be taken and recorded of any public meeting.

Use of formal contractsfor all grants. According to Department staff, monitoring
the grant contracts is one of the most time-consuming aspects of administering the
Impact Fund. In particular, managing the disbursement of funds and the receipt of
expenditure documents from grant recipients requires a significant amount of staff
time. An alternative to preparing a contract for each grant isto use purchase orders
for small award amounts; purchase orders may be used for amounts up to $25,000.
In 1998 and 1999 more than one-quarter (23 of 86) of the awards granted were for
lessthan $25,000, so the use of purchase ordersfor these grantswould save staff time
and smplify the disbursement of funds.

The use of contracts for grant awards serves to document the intended use of the
funds and bind the parties to preestablished expectations. Additionally, with a
purchase order, grantees are obligated to use moniesin accordance with the statutory
intent of the Fund and the Department can require the submission of documentation
of expenditures asacondition of the grant. Since about two-thirds of those awarded
grants in 1999 also received grants in 1998, it appears most applicants would be
motivated to comply with documentation requirements so they could begranted funds
in the future.

We believe the Department of Local Affairs could streamline and improve its grant
process for the Local Government Limited Gaming Impact Fund by establishing
procedures to ensure the decision-making process is documented and by using
purchase orders in place of formal contracts for small grants.
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Recommendation No. 2:

TheDepartment of Local Affairsshouldimproveitsprocessfor managing grantsfrom
the Local Government Limited Gaming Impact Fund by:

a. Maintaining documentation of the grant process and the reasons for grant
award decisions. In particular, the Department should keep minutes of the
Advisory Committee meetings where grants are discussed.

b. Using purchase orders instead of contracts for Local Government Limited
Gaming Impact Fund grants under $25,000.

Department of L ocal Affairs Response;

Agree. The Department does maintain formal meeting minutes for Advisory
Committee meetingsassociated with policy discussionsand decisions. For the
grant review hearings (which include presentations by applicants), arecord of
the individual committee vote is kept for each project. The Department will
expand thisrecord of proceedingsto not only include the vote result, but also
committee member comments if offered. This will be implemented for the
next committee grant review hearing in August.

The Department will explorethe recommendation of utilizing purchase orders
for selected small projects (under $25,000). These select projects would
likely be one-time purchases for items such as emergency medical equipment
or communications equipment as opposed to construction type projects. If
approved by the State Controller’s Office, this could be done on a one-year
trial basis to determine feasibility. Funding awards made in August may
provide the first opportunity to implement this recommendation.
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I nformation on the Statewide | mpacts of
Gaming Has Not Been Compiled

The Department of Local Affairs providesthe Gaming Commission with information
on grantsrequested and awarded from the L ocal Government Limited Gaming | mpact
Fund. In addition, local governments and state agencies can report the impacts of
gaming on their operations to the Limited Gaming Control Commission for
consideration in setting taxes and for endorsement of budget requests related to
gaming impacts. A listing of impacts we reviewed that were reported to the Gaming
Commission and the Department of Local Affairsisincluded in Appendix C. This
listing shows that impacts occur in a widespread area and relate to many different
types of services and situations. We prepared this list from individual documents
provided to the Gaming Commission and Department of Local Affairs. Theseimpacts
had not previously been compiled or organized into acomprehensive report, nor had
they been analyzed to identify an overal picture of the effect legalized gaming hashad
on Colorado. A singlereport or data source with comprehensive information could
clarify overall gaming effects and help the Gaming Commission and the Department
of Loca Affairsfulfill their statutory responsibilities.

In our review of information provided to the Gaming Commission on gaming impacts,
we did not identify any significant omissions of impact reporting. However, we did
find some comparativeinformation that was not reported to the Commission, such as
the number of arrests and the number of district court filings in the gaming cities
compared with the rest of the State. Furthermore, there is no uniformity in the data
reported to the Commission. For example, some government agencies report both
historical and current data on their operating costs attributable to gaming, while
others focus only on their current gaming-related needs.

We believe thereisarisk that the overall impacts of gaming are not fully understood
because the information reported is fragmented. The Gaming Commission and the
Department of Loca Affairs have not compiled the data reported by state and loca
entities or sought to collect and assembl e additional information to get abroader view
of impacts, athough the following statutes refer to the need for and importance of
identifying gaming effects:

e Section 12-47.1-302(1)(d), C.R.S., givesthe Gaming Commission the power
and duty to conduct a continuous study and investigation of limited gaming
throughout the State to ascertain defectsin or violations of the statutes, rules,
and regulations.
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e Section 12-47.1-1602(3), C.R.S,, requires the Local Government Limited
Gaming Impact Advisory Committee to establish a method to document,
measure, assess, and report the documented gaming impacts on eligible local
government entities and to review the impact on a continuing basis.

Recent Taxing Decisions Reducethe
Funds Available for Impacts

The Gaming Commission reduced the gaming tax rates and eliminated the gaming
device fee for Fiscal Year 2000. These changes were based on the Commission’s
consideration of avariety of information, including:

» Testimony and financia analyses indicating that tax relief for small casinos
was needed to maintain their viability.

* Reports of the costs of gaming impacts on state and local governments.

» Testimony by the gaming counties that they were receiving sufficient funds
for gaming impacts. According to the Commission minutes, one county
specifically indicated that atax reduction was acceptable aslong asit did not
result in areduction in the gaming revenues collected.

» The Colorado Legidative Council’s “Economic and Revenue Forecasts for
1999-2004," which include projections of the State's TABOR surplus.

The reduction in tax rates and elimination of the device fee were intended to be
“revenue neutral” because the Commission expects, based on anticipated growth in
the gaming industry, that about $77 million in gaming tax revenue will be collected
inFiscal Y ear 2000, which dightly exceedsthe $75.5 million generated from the taxes
and feesin Fiscal Year 1999. However, if the tax rates had not been lowered, the
State would expect to collect an estimated $92 million in taxes and device feesin
Fiscal Year 2000. Therefore, the decision to reduce the tax rates and eliminate the
device fee benefits the casinos by increasing the proportion of revenues they retain,
but reduces the revenues the State and local governments would otherwise have
expected to receive to pay for impacts, preservation, and other operations. For
example:

» The Genera Fund will receive about $7 million lessin Fiscal Y ear 2000 than
would be expected under the previous tax rates.
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e The State Historical Fund will receive an estimated $4.2 million lessthanitis
projected to have received with no tax rate reduction.

e The Local Government Limited Gaming Impact Fund will receive about
$840,000 less to grant to eligible cities and counties than if the tax rates had
not changed.

e Thecities of Woodland Park and Victor will receive an estimated $150,000
less (through the Municipal Impact Fund) than they would have expected to
recelve with no tax rate reduction.

» Thegaming citiesand countieswill receive about $3.3 million lessthan would
have been expected with the prior tax rates.

The decision al so sends the message that no additional funds are needed to cover any
of the costs of gaming impacts. However, without a comprehensive analysis of
information, it is difficult for the Gaming Commission to assess the full spectrum of
gaming impacts and make informed taxing and funding decisions. Thisisparticularly
important because the Commission makes decisions that affect not just the Gaming
Division, but a multitude of other organizations including other state agencies, local
governments, and the casinos. In setting thetax rates, the Commission must carefully
weigh all the possible outcomesof itsdecisions. Thus, the more datathe Commission
has access to in an organized format, the better able it will be to weigh the options
and make informed decisions.

A Comprehensive Impact Report Could Serve Several Purposes

There are severa reasons we believe it would be useful for the Gaming Commission
and the Department of Local Affairs to compile gaming impact data into a
comprehensive report on a periodic basis. Specificaly, such areport would:

» Serveasaframework and history of gaming impactsto help the Commission
ensure that is has al the information that is relevant in establishing gaming
rules and regulations, such as those related to taxing and funding decisions.

» Provideavehiclefor communicating withthe General Assembly about gaming
impacts for use in considering gaming-related legidation.



28

Limited Gaming Performance Audit - January 2000

e Assst new Gaming Commission members to gain an understanding of the
industry and its effects. Gaming Commissioners are appointed for terms of
four years, and may serve two terms.

» Highlight any areas where impact information has not been collected.

Therefore, we believe the Gaming Commission and the Department of Local Affairs
should periodically work together to compile the information reported to them into
a complete report. On the basis of that effort, the need for additional information
could be identified and pursued. This suggestion is consistent with the results of a
national gaming study released in June 1999 which recommends that states conduct
impact studies, particularly before expanding or implementing gaming. Therationale
for this recommendation was that states have not thoroughly evaluated whether
gaming achieves intended goals, allows for negative impacts to be sufficiently
remedied, and is consistent with the overall good of the citizens.

Recommendation No. 3:

TheLimited Gaming Control Commission and the Department of Local Affairsshould
periodically work together to compile information on gaming effects into a
comprehensive impact report. On the basis of this effort, they should consider the
need to commission a study to collect data on other impacts they believe are
important to gain a comprehensive understanding of how gaming has affected the
State. Theresults of this effort should be used by the Gaming Commission to make
decisions regarding taxation and funding and by the Department to make decisions
regarding approval of grants.

Department of L ocal Affairs Response;

Partially Agree. The Department will assist in the development of an annual
comprehensive gaming impact report in cooperation with the Division of
Gaming. Gaming impacts documented by affected local governmentswithin
the 13 county program dligibility areathat are transmitted to the Department
will be included in the report. Based upon the established reporting
requirements for local government participants in the program, the
Department’ scomponent of the report can be completed in May of each year.

Gaming impact information is derived from the local governments that
participate in the program. They record impacts in accordance with the
methodology approved by the Local Government Limited Gaming Impact
Advisory Committee. Thisinformation providesthe Committee with timely
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impact datafor jurisdictionsthat arefinancially affected by gaming. Itisalready used
by the Committee and the Department to make grant funding decisions.

There have been numerous studies conducted on the effects of casino-type
gaming from national, state, regional and local perspectives. It is the
Department’s opinion that further study will not produce a more reliable
method to measure impacts on local governments such astraffic increaseson
specific county roads, emergency response needs to address higher auto
accident rates or law enforcement demands linked to an increased number of
DUI cases. The existing methodology employed by this program provides
asmple, cost-effective mechanismfor local governmentsto annually account
for gaming impact costs in a number of public service areas.

It is probable that some of the eligible local governments with a limited
amount of impact decide not to participate in the program. These local
governments have determined that they possess the capacity to absorb costs
locally without seeking state assistance. Therecommended study may be able
to more broadly identify gaming impacts and related needs in those entities
which currently do not participate in the program and provide an enhanced
understanding of how gaming has affected the State in a comprehensive
manner; however, it is doubtful that the results would add value to the grant
review process or would significantly ater grant funding decisions. In
addition, studies generally do not identify the appropriate funding sourcesto
pay for the mitigation of impacts. The Department does not agreethat further
studies are of sufficient value to be warranted.

Limited Gaming Control Commission Response:

Disagree. The Commissionreceivescomprehens vetestimony duringitsthree
months of annual tax hearings. We receive al testimony and information
mandated by the Constitution and statutes. We are not aware of, and the
SAO hasnot been ableto identify, any impacts not addressed. Because of our
diverse backgrounds and areas of expertise, we are able to comprehensively
analyze the information as presented.
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Auditor’s Addendum

Recommendation No. 3 addresses the need for assembling and analyzing
comprehensive information on gaming impacts throughout the State. We agree
with the Commission’s statement in its response that it receives testimony and
information mandated by the Constitution and statutes. In fact, we took
information reported to the Commission and compiled it into a table in Appendix
C. Itwas necessary for usto organize this data because no such effort had been
undertaken by the Commission or Division. Our discussion and recommendation
focuses on the usefulness, to the Commission and others, of compiling the
information received into a comprehensive impact report, evaluating the data in
a comprehensive manner and considering the need for additional study in any
areas. Because of the importance of gaming impacts on the State, we believe the
Commission should take a more proactive leadership role in identifying impacts
to ensure that all are being addressed.
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Gaming Taxes
Chapter 2

Statutes Set Parametersfor Gaming Tax
Setting

According to the State Constitution and statutes, the Limited Gaming Control
Commission is responsible for setting the gaming tax rate within the limitation that
“up to a maximum of 40 percent of the adjusted gross proceeds of limited gaming
shall be paid by each licensee ... for the privilege of conducting limited gaming.” In
accordancewiththe Constitution, the General Assembly enacted|egid ation specifying
factorsthe Gaming Commission should consider in setting thetax rate. Thesefactors
generaly fall into one of two categories. gaming impacts and gaming profitability.
Specifically, statuteslist the following criteriafor the Commission’ s consideration in
setting the tax rate:

» Theneed to provide moneysto Central City, Black Hawk, and Cripple Creek
for historic restoration and preservation.

e Theimpact on the communities and any state agency due to limited gaming,
including the unreimbursed local financial burdens associated with limited
gaming-related operations.

» The profitability of the other “for profit” forms of gambling in Colorado and
of similar forms of gambling in other states.

»  Theexpensesof the Commission and the Division for their administration and
operation.

» Theintent of the Limited Gaming Act in encouraging growth and investment
in the gaming industry and the impact of the tax rates on licensees and the
profitability of their operations after expenses.

» Thecapital costsrequired to comply withlocal, state, or federal requirements,
financial reserves required by the Commission, and investments necessitated
by regulatory requirements of the Commission.
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The result of the Commission’s tax-setting effort is a graduated tax schedule that
increases the percentage paid as adjusted gross proceeds increase throughout the
gaming year. The following table shows that, since 1992, the gaming tax rates have
never approached the maximum 40 percent range cited in the Constitution; they have
remained at closeto 20 percent for the larger casinos while varying between 0.25 and

20 percent for the smaller casinos.

Colorado Gaming Tax Rate Changes

Effective Date of Tax Rate

Annual Adjusted Gross # Casinos

Proceeds 10/1/92 | 10/1/93 | 10/1/94 | 10/1/96 | 7/1/99" BerZ/iCTka; ,

$0 - $1 million 2% 2% 2% 2% | 0.25% 6
$1 - $2 million 20% 8% 2% 2% | 0.25% 8
$2 - $3 million 20% 15% 8% 4% 2% 4
$3 - $4 million 20% 18% 8% 4% 2% 6
$4 - $5 million 20% 18% 15% 14% 4% 6
$5 - $10 million 20% 18% 18% 18% 11% 6
$10 - $15 million 20% 18% 18% 20% 16% 3
$15 - $20 million 20% 18% 18% 20% 20% 3
$20 million + 20% 18% 18% 20% 20% 7

Source: Division of Gaming.

The gaming year was changed from a September 30 year-end to a June 30 year-end,

coinciding with the state fiscal year, beginning July 1, 1997.

2Estimated based on adjusted gross proceeds of casinosin Fiscal Y ear 1999.

Colorado’'s Gaming Tax Approach

Colorado’s approach to gaming taxation is characterized by the following elements:

» Thegamingtax rateisevaluated annually and set by an appointed commission
rather than being established in statute.
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The Gaming Commission has established and maintained agraduated tax rate
that requires those casinos that generate higher levels of adjusted gross
proceeds to carry a greater proportion of the tax burden than those that
generate less. In Fiscal Year 2000 the ten casinos with adjusted gross
proceeds exceeding $15 million each are expected to contribute 90 percent of
the tax revenues generated from gaming.

Taxes are assessed on the adjusted gross proceeds of each individual casino
or retall licensee, regardless of ownership or location. The adjusted gross
proceeds for multiple casinos owned by the same individual or company are
not combined for tax purposes.

When achange of businessentity occursduring thetax year (such aschanging
from a partnership to a corporate structure) and is accompanied by a change
in owners, the adjusted gross proceeds of the casino are taxed for the new
entity beginning again in the lowest bracket, even if the proceeds of that
casino had previoudly reached a higher bracket during the year.

Thiscombination of characteristicsreflectsthe constitutional and statutory directives
of promoting gaming industry growth, generating revenues to pay for impacts, and
funding preservation efforts in the gaming cities.

Gaming Commission Policies Can Affect
State General Fund Levels

Because a portion of the Limited Gaming Fund is deposited into the State' s General
Fund, the Gaming Commission isin a position of influencing the amount of monies
availablefor appropriation by the General Assembly. No other board or commission
inthe State hasthistype of impact on the General Fund. Asaconsequence, when the
Commission establishes its fee rates and tax structure, it affects:

The casinos that pay the gaming tax.

The individuals and companies that pay application and licensing fees.

The Gaming Division and other state agencies whose operations are funded,
in some part, by gaming revenues.

The local governments that receive funds for gaming-related expenses.
State and local agenciesthat administer or usefundsfor historic preservation.
Genera Fund monies available for a variety of state uses.

The existence and amount of surplus revenuesthat are refunded to Colorado
taxpayers under TABOR.
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In 1993 the Supreme Court, in response to interrogatories from the General
Assembly, stated:

... the Limited Gaming Amendment prohibits the General Assembly from
enacting limitations on revenues collected by the Commission in order to
comply with [TABOR]... In our view, the Limited Gaming Amendment
clearly statesthat ... the [Gaming] Commission establishesthe percentage [of
adjusted gross proceeds to be collected as a gaming tax] and the General
Assembly doesnot. The power of the General Assembly ... cannot reasonably
be construed to include the power to ... establish annually the percentage of
adjusted gross revenues to be collected from limited gaming licensees.
Lacking the power to establish such percentages, the General Assembly also
lacks the power to limit the revenues collected by the Commission.

Thus, the only restrictions placed on the Gaming Commission with respect to setting
the fee and tax rates are the constitutional requirements that 1) the gaming tax rate
not exceed 40 percent of gaming adjusted gross proceeds, and 2) rates be set
according to criteriaestablished by the General Assembly. Thesecriteriaarelisted on
page 31 and do not include the impact of the tax rates on the amount of moniesin the
General Fund or the amount of surplus revenues generated as defined by TABOR.

Initstax evaluation processin 1999, the Commission did take into consideration the
effect of the gaming tax revenues on the General Fund and on surplusrevenues. The
Commission reviewed the Colorado Legidative Council’s Economic and Revenue
Forecasts for 1999-2004 and decided to reduce the tax rates, in part to avoid
contributing to the State’ s surplus revenues. Such considerations were clearly not
contemplated by the General Assembly when it established the criteriain the statutes.

The Gaming Commission Should
Congder Alternative Tax Policies

Gaming Commission policies on taxes indicate that one focus has been on providing
a favorable environment to promote viability of the gaming industry. In addition,
Division staff told us that some policies have been established to be fair and equitable
in dealing with different types and sizes of casinos. However, we found the tax
policies do not always promote equity among casinos and do not maximize revenues
collected by the State that are used, in part, to pay for gaming impacts. Theseissues
are described below.

Assessing the gaming tax on each individual casino’s adjusted gross proceeds.
The Constitution and statutes use a number of termsto refer to the entity responsible
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for paying the gaming tax. The Constitution statesthat the tax shall be paid by “each
licensee’; the statutes make reference to the tax being collected from the “licensed
retailer” and “licensed operators,” and require each “gaming licensee’ to make a
return and remittance of gaming taxes each month. The Gaming Commission and
Divison have interpreted these references to mean that the gaming tax should be
assessed on the adjusted gross proceeds of each individual licensed retailer or casino.
However, some companies or individuals own more than one casino within agaming
city and are able to redlize atax break by being taxed individually for each casino or
location rather than on the aggregate adjusted gross proceeds of all the casinos
owned. Thisfavors multiple-casino owners and reduces the amount of tax revenues
that are generated compared with assessing the tax on the combined adjusted gross
proceeds of the casinos. There are at least five ownership situationsin Colorado in
which the same company or individua owns multiple casinosin the same gaming city
that are taxed as separate businesses. These casino owners incur expenses for the
individua locations, but are also able to share some costs, such as administrative
expenses, among their casinos. We estimated the taxes that would have been paid in
Fiscal Year 1999 by these five casino owners if taxes were based on the combined
adjusted gross proceeds of their casinos and compared it with the actual tax revenues
collected. Wefound the casinos paid about $3.1 million lessin gaming taxes because
of this tax approach.

Assessing taxes at the lowest rate when a change in business entity along with
achangein ownersof a casino occursduring thetax year. Whenever achangein
business entity occurs (such as sole proprietor to partnership), a new retail license
must be obtained by the entity. If achangein the ownersof the entity also occurs, the
new retall licenseeistypically taxed beginning at thelowest tax bracket. Thispractice
treats the casino as if it had just opened, even if there is no interruption in business.
According to Division staff, thisinformal policy was established to avoid penalizing
new ownersin such asituation by charging ahigher ratethan if the casino were newly
opened. However, it favors those who purchase or buy into an existing operation
rather than starting anew one. We estimate casinos that changed entities and had new
owners paid about $750,000 less in tax revenues between October 1994 and June
1999 from this practice.

This issue, as well as the recent reduction in tax rates, is affected by the annual
graduated tax structure. For example, one of the main purposes of the tax reduction
was to provide some tax relief to small casinos. This intent has been realized, with
casinos with annual adjusted gross proceeds below $5 million benefitting from the
largest reductions of between 50 and 87.5 percent in their Fiscal Y ear 2000 tax rates
over those applied in Fiscal Year 1999. However, the reduction has other effects as
well:
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» Casinos that generate up to $10 million annually also receive substantial tax
breaks as their proceeds increase. For example, adjusted gross proceeds
between $5 million and $10 million are taxed at a rate that is almost 40
percent lower than in 1999.

» All casinos, including the largest, benefit from significantly reduced tax rates
on their first $5 million.

o  TheStatewill collect about $15 millionlessintax revenuesthan it would have
if the rates had not been lowered.

With aflat rate, or aratethat is graduated on amonthly basis (i.e., within the month),
changes in business entity situations have a reduced effect on the amount of taxes
collected.

We believe the Gaming Commission should consider some alternative tax policiesto
addresstheissuesraised above. One aternative would be to apply the gaming tax to
the casino owners rather than to the individual establishments. This may require a
statutory change to clarify the language regarding the entity responsible for the
gaming tax. Another option is to continue the tax assessment at the rate already in
effect when a change of business entity and owners occurs during the year. Other
approaches the Gaming Commission could take, which would eliminate the need for
these specific alternatives, include applying a graduated tax rate on amonthly rather
than yearly basis and establishing aflat tax rate.

According to minutes from Commission meetings over the past severa years, the
Commission has considered awide variety of policies and approaches to taxation to
establish a system that addresses a variety of interests and concerns. We encourage
the Commission to continuethiseffort and, in conjunction with Recommendation No.
1, to consider aternatives to its taxation policies to help ensure equity, consistency,
and sufficiency of its taxes.

Recommendation No. 4:

The Limited Gaming Control Commission should consider aternative approachesto
its gaming tax structure and other tax policies. Optionsto consider should include:

a. Changing the taxed entity from the individual casino or retail licensee to the
owner of the casino in cases where one company or individual owns multiple
casinoswithin one gaming city, to improve equity. Thismay require working
with the General Assembly to make changesto clarify the statutory language.



Report of The Colorado State Auditor 37

b. Discontinuing the informal policy of assessing taxes beginning at the lowest
rate when a change of business entity with a change of owners occurs during
the tax year, to improve consistent treatment of casinos.

c. Applying graduated tax rates on a monthly basis rather than an annual one.

d. Establishing aflat tax rate.

Limited Gaming Control Commission Response:

Disagree. The Commission regularly looks at various options to the current
tax rates and structure and will continue to do so. Statutory, as well as
practical, considerations are taken into account when eval uating any option.
While the Commission has evaluated some of the options recommended by
the SAO in the past, none of the options listed are deemed to be viable.

Auditor’s Addendum

In the discussion for recommendation 4, we note that the Gaming Commission is
in aunique position of being ableto affect State General Fund revenuesthrough
its gaming tax rates. In addition, we discuss several issues with some of the
gaming tax policies, such as the assessment of the tax on each individual casino
or retail licensee, which benefits owners of multiple casinos, and assessing taxes
at thelowest rate when thereisa change of business entity and ownersduring the
tax year. We suggest that the Commission consider some alternatives to the
current tax structure. Ongoing consideration of different approaches, even those
that might not have been viable in the past, is reasonable as the gaming industry
changes.

Rules Should Address All Tax Rate
Policies

The Commission’s current practice of assessing taxes beginning at the lowest rate
when thereis achange of business entity coupled with achange in owners during the
tax year is not formalized in rules or regulations. Furthermore, there is no written
policy directive for Division staff to follow in applying the tax policy. Without a
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formal rule, licensees may be treated differently in the same circumstances. For
example, we found one situation where a change of business entity occurred and a
new owner obtained 35 percent ownership of acasino during theyear. The Division
began assessing taxes at thelowest rate at the time of the change and the casino saved
about $92,000 in taxes. In another case where a 35 percent change of ownership
occurred at the same time as a change in entity, the licensees agreed to continue the
taxes at the rate dlready in place. Asaresult, the casino paid about $82,000 morein
taxes than if the rate had been applied beginning at the lowest bracket.

Because of the importance of clear regulations in the taxing arena, we believe the
Gaming Commission should promul gate rulesregarding how thetax ratesare applied
when the business entity and ownership of a casino changes during the year.

Recommendation No. 5:

The Limited Gaming Control Commission should formalizein rulesits policy on how
tax rates are applied when a change of business entity combined with a change in
owners occurs during the tax year.

Limited Gaming Control Commission Response:

Partially agree. We agreethat theinformal policy that wasin place should be
formalized, and took such action on December 16, 1999 by adopting
Commission Policy 99-1. We, however, disagree that this policy should be
promulgated as arule.
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The Constitutional I ntent of
Limited Gaming

Chapter 3

The Constitution and Statutes Contain
Requirementsfor Historic Preservation

The constitutional amendment that legalized gaming in Colorado was intended to
promote the economic viability of the gaming cities while preserving their historic
characteristics through efforts at both the state and local levels. The Legidative
Council’ sreport on argumentsfor limited gaming for the 1990 general election ballot
stated that “the proposal is an effort to enhance the historic qualities of the
communities... [and] boost the economiesof theareas.” The amendment itself states
that:

* Limited gaming shall be confined to the commercial districts of the cities as
the districts were respectively defined in the city ordinances adopted by:
Centra City on October 7, 1981, the City of Black Hawk on May 4, 1978;
and the City of Cripple Creek on December 3, 1973.

* Limited gaming shall only be conducted in structures which conform, as
determined by the respective municipal governing bodies, to the architectura
styles and designs that were common to the areas prior to World War 1.

* No more than 35 percent of the square footage of any building and no more
than 50 percent of any one floor may be used for limited gaming.

* Moneys in the State Historical Fund shall be distributed to the governing
bodies of the respective cities for preservation and restoration of the cities.

In 1999 Senate Bill 99-232 was passed prohibiting the gaming cities from awarding
any funds from their resdential grant programs unless they have established
guidelines consistent with statutory requirements. The legidlative declaration for the
bill states that it was “intended to assure that expenditures from the Fund ... by the
citiesof Central, Black Hawk, and Cripple Creek are used for historic restoration and
preservation.”
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Although the cities have benefitted economically from limited gaming, the
preservation of their historic resources and characteristics has sometimes suffered.
In particular, we have noted two areas of concern. First, contrary to constitutional
provisions, the citiesallow gaming to be conducted in buildingsthat may not conform
to the architectural style and size of buildings that were common to the area before
World War |. Second, the cities have, in some instances, alowed State Historical
Fund monies to be used for projects and purposes that do not appear to be historic
preservation.

Some New Casinos Do Not M eet the Pre-
World War | Structural Requirements

Despite the specific constitutional requirement that “limited gaming...only be
conductedinstructuresthat conform...tothearchitectural stylesand designsthat were
common to the areas prior to World War |,” some recently built and planned casinos
do not have the appearance of buildingsfitting thiscriterion. In particular, several of
them greatly exceed the size of any building existing in any of the citiesin 1915, and
some do not appear to be consistent in design with other buildings in the area.
According to information provided by the Colorado Historical Society, the largest
buildings in any of the gaming cities prior to World War | had gross floor areas of
40,000 square feet. Of the six casinos currently operating in entirely newly
constructed buildings, four exceed the size and scale of any structure that was present
inthe areaprior to World War I, ranging in size from 49,000 to 286,000 square feet.
In addition, some casinoslicensed in recent years are housed in tropical -theme hotels
and Roman-theme structures, neither of which styles appears consistent with designs
common to the gaming cities prior to World War I. Thus, all three towns have
approved the construction of new casino buildingsthat appear to violate the intent of
the constitutional amendment.

Section 12-47.1-302, C.R.S,, statesthat the rules and regulations promul gated by the
Gaming Commission shall include “ restrictions upon the times, places, and structures
where limited gaming shall be authorized” and “the conditions and circumstances
which constitute suitability of persons, locations, and equipment for gaming.” In
accordance with the statutes, the Gaming Commission has established regulations
relating to some aspects of gaming premises, such as the percentage of the building
and floor licensed for gaming and the requirements for security and safety measures.
However, the Commission hasno rulesrequiring that gaming occur in pre-World War
| style historic structures and does not consider the building style of acasino when it
issues licenses. Division of Gaming officias noted that the Constitution authorizes
the cities to individually define the architectural styles of buildings in which limited
gaming can occur. Furthermore, Division staff indicated that although the
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Commission is responsible for promulgating rules for regulating limited gaming, the
Commission hasnot been specifically granted oversight authority for ensuring that the
appearance aspects of casino buildings, such assize, scale and historical significance,
are within the intent of the Constitution.

Providing clarification to statutory and even congtitutional language is often areason
for exercising rule-making authority. For example, the Gaming Commission has
established rules in another area, at the request of the gaming cities, to clarify the
constitutional definition of the commercial districts of the cities. The Constitution
states that limited gaming is confined to the commercial districts of the cities as the
“districts are respectively defined in the city ordinances adopted by: the City of
Central on October 7, 1981 [and] the city of Black Hawk on May 4, 1978." The
Commission established rulesthat alow the cities to include zoning maps from years
prior to those cited in the Constitution (Black Hawk from 1971 and Central City from
1969) when determining the boundaries of their commercial districts for gaming
purposes.

Larger Non-Historic Casinos Threaten
the Cities Historic Designations

In 1997 the National Park Service placed al three Colorado gaming cities on the list
of the most at-risk National Historic Landmarks in the country due to the effects of
limited gaming. The Park Servicecited the historical significanceto Colorado and the
nation of the three cities, and recommended that the communities strengthen their
designreview processes, particularly with respect to the size and scal e of new casinos,
to better safeguard historic skylines. It was also recommended that the Black
Hawk/Central City National Historic Landmark District be surveyed to determinethe
number of buildings still contributing to the historical character of the District. The
survey, which was recently begun by the National Park Service, should determine if
the existing boundaries are still appropriate and whether portions of the District
should be de-designated.

The constitutional mandate that no more than 35 percent of the square footage of any
building and no more than 50 percent of any onefloor may be used for limited gaming
impliesthat the original focus of theinitiative was on modifying historic buildingsand
supplementing the existing income of local businesses. The Legidative Council
analysis of ballot proposalsin 1990 stated that “limited gaming is designed to act as
a supplement to, and not a replacement of, existing businesses in the communities.”
During the first three years of limited gaming in Colorado, casino development
projectsinvolved existing historic buildings, rather than new construction on vacant
land. However, thisintent and the original devel opments have been replaced by large,
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newly constructed casinos that overwhelm the historic nature of the communities as
well as the small “historic” casinos.

The State Should Participate in the Approval Process for
New Casinos

We believe there are severa options available to protect the historic nature of the
gaming citiesaswasintended. One option isto havethe Colorado Historical Society
participate in the review of plans and specifications for new casino buildings and/or
remodeled historical casino buildings, and make recommendations to the Gaming
Commission during the licensing process. Another option is to have the Historical
Society approve plans and specifications of new casino buildings and/or remodeled
historical casino buildings prior to the Gaming Commission’s granting a gaming
license.

Recommendation No. 6:

TheLimited Gaming Control Commission and the Colorado Historical Society should
work with the General Assembly to develop legidation to include state participation
in the construction of new casinosin the gaming towns of Black Hawk, Central City
and Cripple Creek. Options for such participation include:

a. Requiring the Colorado Historical Society to review plans and specifications
for casinos in new buildings or renovated historical buildings and to make
recommendations to the Gaming Commission during its licensing process.

b. Requiringthe Colorado Historical Society to approve plansand specifications
for casinosin new buildingsor renovated historical buildingsand requiring the
Gaming Commission to establish rulesthat prohibit thelicensing of any casino
buildings not approved by the Colorado Historical Society.
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Colorado Historical Society Response:

Partially agree. The Colorado Historical Society agrees with the conclusion
of the audit report that gaming licenses have been issued to casino operations
in structures that do not conform to the architectural styles and designs that
were common to the gaming towns prior to World War I. However, the
Constitutional Amendment states that this issue is to be “ determined by the
respective municipa governing bodies.” The Colorado Historical Society is
prepared to represent the interests of the people of Colorado with respect to
thisissue, and to participate with the Commission on Gaming in itslicensing
process. However, the Society would prefer not to work toward the
development of legidation without a favorable opinion from the State's
Attorney Genera on the issue of the legality of the Society’ s proposed role.
In addition, fiscal impacts such as increases in FTE and associated
administrative expenses should be considered.

Limited Gaming Control Commission Response:

Disagree. While the Commission supports cooperation with the General
Assembly, it is beyond the power of the Commission to interject itself in an
issue clearly defined by the Colorado Constitution. An informa Attorney
Generd’s opinion states the language in Section 9 of the Colorado
Congtitution is not ambiguous in assigning, to the respective municipal
governments, the responsibility of determining which buildings meet the
intent of the amendment; and, any such participation by the Commission
would exceed its Constitutional authority. Further, the General Assembly has
rejected similar proposed legidation, SB 98-69.

The Commission firmly believesit doesnot havethejurisdictionto initiatethe
legidative change advocated by the SAO, and believes such change must be
in the form of a Constitutional amendment.

Auditor’s Addendum

The Constitution requires that limited gaming be conducted in structures which
conform to the architectural styles and designs common to the areas prior to
World War |. The Constitution allows the individual gaming cities to determine
whether casinos comply with thisrequirement, but also assigns the responsibility
for promulgating rules and regulations relating to licensing to the Gaming
Commission. Furthermore, statutesrequirethat rulesaddressrestrictionson the
places and structures where limited gaming is authorized and the conditions and
circumstances which constitute suitability of locations for gaming. The
Commission hasnot attempted to protect thehistoric characteristicsof thegaming
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cities by ensuring that gaming is limited to appropriate structures. Through its
licensing process, the Commission hasthe ability to ensurethat gaming occursin
pre-World War | type structures as intended by the Constitution. However, the
Commission has not taken responsibility for this aspect of gaming nor been
proactive in seeking legislative or constitutional change.

The Gaming Cities Recelve Gaming
Fundsfor Preservation and Restor ation

The State Historical Fund, which isadministered by the Colorado Historical Society,
was created by the 1990 constitutiona amendment that legalized limited stakes
gamingin Black Hawk, Central City, and Cripple Creek. The Constitution directsthe
State Treasurer to distribute 28 percent of the Limited Gaming Fund to the State
Historical Fund after Gaming Division and Commission expenseshavebeenpaid. The
State Historical Fund is further broken down as follows:

» The three gaming towns receive 20 percent of the State Historical Fund in
proportion to the gaming revenues they collect. These monies are
congtitutionally directed to be used for the* preservation and restoration of the
cities”

* The remaining 80 percent is to be used for “historic preservation and
restoration of historical sites and municipalities throughout the state in a
manner to be determined by the genera assembly.”

Limited stakes gaming in Colorado has resulted in the State having the largest
historical preservation grant program in the country. The table below shows the
cities' shares of the State Historical Fund since Fiscal Year 1992. In addition to the
cities' portions, the Colorado Historical Society has distributed nearly $78 million
from the State Historical Fund for preservation activities throughout Colorado since
Fiscal Year 1992.
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State Historical Fund Distributionsto the Gaming Cities

Fiscal Year Black Hawk | Central City | Cripple Creek Total
1992 $147,717 $221,014 $141,694 $512,417
1993 $637,507 $598,079 $471,260 $1,706,846
1994 $1,048,772 $530,442 $545,956 $2,125,170
1995 $1,206,974 $550,279 $576,416 $2,333,669
1996 $1,410,627 $616,998 $660,820 $2,688,445
1997 $1,561,487 $599,222 $734,364 $2,895,073
1998 $1,806,833 $680,983 $809,445 $3,297,261
1999 $2,397,366 $628,817 $903,925 $3,930,108
Total $10,217,283 | $4,425,834 $4,843,880 | $19,486,997
Source: Division of Gaming Y early Abstracts.

In addition to revenuesreceived by the citiesfor preservation activities shown above,
the Constitution directs the State Treasurer to distribute 10 percent of the Limited
Gaming Fund to the governing bodies of each city in proportion to the gaming
revenues each generates. Since Fiscal Y ear 1992 the gaming cities have received 10
percent of the Limited Gaming Fund annudly, totaling nearly $35 million, which can
be used at their discretion. The following chart provides a breakdown of these
gaming revenues.

Distribution of Limited Gaming Revenues to Cities
Fiscal Years 1992 - 1999

$18,262,397

$7.,893.,830 $8.,620,867

E Black Hawk ! Central City
. Cripple Creek

Source: Division of Gaming Y early Abstracts.
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There is a limit to the number of projects that can be funded with these gaming
revenues, in part because thereisafinite number of historic structuresin each city that
canbepreserved or restored. Becausethe Colorado Constitutionincludesthe specific
distribution percentages, the cities will continually receive both the State Historical
Funds as well as the Limited Gaming Funds shown in the above charts. However,
because of the limited number of houses and other eligible structures located within
the cities, at some point in the future therewill be areduced need for preservation and
restoration funds.

GuidelinesIndicate Gaming Funds Areto
Be Used for Preservation

The use of the State Historical Fund monies received directly by the three gaming
towns is the responsibility of each individua city. All three towns originaly
established residential grant programsthat generally met the United States Secretary
of the Interior’'s guidelines for preservation and restoration of historic buildings.
Broadly, the Secretary’ s standards include:

» The property will be used as it was historically or be given a new use which
reflects the property’s restoration period or maximizes the retention of
distinctive materias, features or spaces.

» The historic character of the property will be retained and preserved and the
removal or replacement of historic materials or features will be avoided.

* Replacement of severely deteriorated features will match the old in design,
color, texture and materials.

o A fadsesenseof history should not be created by adding conjectural features,
features from other properties or combining features that never existed
together historicaly.

In 1998 Black Hawk rewrote its grant program guidelines and stated as the purpose
of the program “to distribute the benefits from gaming revenuesto local residentsand
property owners.” Considerationsfor grantsincluded the“comfort” of the residents.
Specific examples of Black Hawk’ s guidelines included:

» Eligible properties must be constructed prior to 1991.

o Exterior and interior work is digible and may include tile, kitchen and
bathroom cabinetry, and interior walls.
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»  Themaximum amount of grants allowed was $60,000 per property per year.

» Grants were awarded for future years and allowed to be stacked for larger
projects.

e There was a 33 1/3 percent tax relief provided by the town to each grant
recipient.

Since all three towns are listed as Nationa Historic Landmark Districts, they are
permitted to spend preservation dollars on public infrastructure-type projects within
the District boundaries such as purchasing historic streetlights, street scape projects,
and utility projects. In fact, the three towns have not spent all of their preservation
dollarsonresidential grants; substantial town projects have been undertaken using the
preservation funds. For example, Cripple Creek spent about $1.2 million to restore
buildingsthat have public uses; Central City has spent more than $500,000 to rebuild
historic Cornish rock walls throughout the town; and Black Hawk has used about
$1.4 million of preservation dollarsto restore three historic buildings for use astown
administration buildings.

State I nvolvement in Decisions About the
Use of Fundsfor Preservation of the
Gaming Cities Would Be Beneficial

The Colorado Historical Society believesit does not have any oversight authority or
responsibility over funds distributed directly to the towns. In 1992 the Historical
Society obtained an informal opinion from the Attorney Generd’s Office on the
oversight responsibilities of the 20 percent of the State Historical Fund that is
distributed to the towns. The opinion stated that “the Colorado Historical Society
would not have any obligations to assure that the funds actualy go to ‘the
preservation and restoration’ of their respective cities” and that “no such oversight is
expressy provided for in either the statutes or the Colorado Constitution.” Asa
result, the three towns have received millions of dollars for restoration and
preservation since the advent of gaming in 1991 with no state requirements or
fiduciary oversight.

However, a 1999 investigation by the Colorado Bureau of Investigation (CBI)
indicates that some state-level participation in the grant process may be beneficial.
In a presentation to the General Assembly, the CBI reported that Black Hawk had
used preservation funds on private residences for non-historic renovation.
Specificdly, the CBI noted one instance where historic preservation funds were used
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to build a new addition to connect two separate historic houses and another example
where a new addition was built onto a house originally constructed in 1974.
Furthermore, the investigation found that 13 residents who sit on either the Historic
and Architectura Review Commission or the Town Council of Black Hawk had
received morethan $900,000inresidential grantsbetween 1996 and 1999, an average
of $75,000 each. The remaining $937,000 in grants during the same period were
distributed among 30 other residents for an average of about $32,000 per grant.

The General Assembly Has Placed Requirementson the
Use of Preservation Funds

In 1999 the Genera Assembly amended Section 12-47.1-101, C.R.S,, in an attempt
to ensure that the constitutionally directed preservation dollars were being used as
they were intended to be used by the Colorado voters when they approved limited
gamingin 1990. The Genera Assembly wroteinthelegidative declaration for the bill
(Senate Bill 99-232) that “when voters approved the conduct of limited gaming ...
they believed that all moneys expended from the State Historical Fund would be used
to restore and preservethe historic nature of thosecities.” The new Section 12-47.1-
1202, C.R.S, sought to regulate the manner in which the towns could use
preservation funds for residential grants. The bill required the towns to adopt the
following minimum standards prior to distributing preservation fund grants:

Assuring compliance with the Secretary of the Interior’s standards for
treatment of historic properties.

» Prohibiting a private individual from receiving more than one grant for the
same property within any one-year period.

» Limiting grants to properties that are located within the National Historic
Landmark District boundaries or on the National Register of Historic Places.

» Limiting grants to structures that have historical significance because they
were constructed over 50 years ago.

» Prohibiting grants that exceed $100,000 for asingle residential property.
» Prohibiting using grant monies for payment of any tax liability.

* Requiring any member of agoverning body to disclose any personal interest
in agrant before voting on the application.
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South Dakotalaws may serve asamode for Colorado, since gaming in thetwo states
has many similar aspects. For example, both states have constitutional amendments
that authorized limited stakes gaming with five-dollar maximum bets, restrictions on
where and when gaming can occur, and requirements that gaming revenues be used,
inpart, to restore and preserve the historic townsin which gaming occurs. However,
in South Dakota subsequent legidlation requires that the expenditure of the historic
funds by the city of Deadwood be in accordance with standards and requirements
established by the state historical society board. This requirement was implemented
by the Legidature in an effort to prevent any misuse of the historic funds.
Furthermore, the South Dakota Legisature later capped the amount the city of
Deadwood receives for historic preservation activities at $6.8 million annualy.
Revenues collected beyond this limit are distributed to the state general fund.

The State Should Participate in the Use of Preservation
Funds by the Gaming Towns

To help ensure that al expenditures from the portion of the State Historical Fund
distributed to the gaming cities are consistent with constitutional and statutory intent,
the Colorado Historical Society should seek clarifying language to Section 12-47.1-
1202, C.R.S,, to require the Society to assist the citiesin the use of the preservation
funds. An dternativeisto add language requiring the citiesto obtain the approval of
the Colorado Historical Society prior to expending State Historical Funds.

Recommendation No. 7:

The Colorado Historical Society should work with the General Assembly to develop
legidation to amend Section 12-47.1-1202, C.R.S,, to include state participation in
the use of State Historical Fund dollars by the gaming cities. Options for state
participation include:

a. Requiring the Colorado Historical Society to assist and make
recommendations to the gaming cities in their use of State Historical Funds.
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b. Requiring the Colorado Historical Society to determine the most efficient

manner to approve or otherwise ensure that State Historical Funds are being
used for the historical preservation of the gaming cities.

Colorado Historical Society Response:

Partially Agree. The Colorado Historical Society agrees with the conclusion
of the audit report that at least one of the three gaming towns has used some
portion of its preservation funding to carry out projects that have had only a
very indirect benefit to historic preservation. The Society aso agrees that
there is currently no mechanism permitting state oversight of these
expenditures. The Society is prepared to assume thisrole, if that is the will
of the General Assembly. However, it should be noted that by obtaining a
regulatory rolein the three gaming towns, the Society might loseits ability to
serve as an impartial advisor to those communities on general preservation
issues. Again, fiscal impacts such as increases in FTE and associated
administrative expenses should aso be considered.
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Division of Gaming Operations
Chapter 4

TheDivision of Gaming, which isresponsible for regulating and licensing the gaming
industry in Colorado, includes the following functional areas:

The Licensing and Operations Section consists of six staff who are
responsible for processing the paperwork for all of the Division's different
types of licenses. The Division issues licenses to gaming employees, those
who conduct or permit gaming on their premises, and those who manufacture
or distribute slot or video gaming machines. A complete listing of the
different types of licensesisincluded in Appendix A.

The Enforcement and Investigations Section has 42 staff, including 35
peace officers. This section has two main responsibilities: background
investigations of potential licensees and on-site enforcement of Division
regulations and other laws in the gaming establishments.

The Auditing Section employs 14 auditors and 2 administrative staff and is
responsible for compliance oversight and training of licensees. The section
performsvariousreviewsand auditsto ensure that casinosfollow appropriate
internal control procedures, accurately report their gaming revenues, and have
automated systems that adequately collect and report data.

TheAccountingand Administration Sectionsincludethe Director’ soffice,
the secretary to the Commission, a director of administration, the Division
controller, and three additional staff who process al the Divison and
Commission expenditures and prepare the Division's financia statements.

The following table showsthe Divison’s FTE and expenditures along with statistics
on the number of gaming devices (ot machines, blackjack tables, and poker tables)
and casinos over the past five years.
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Division of Gaming FTE, Expenditures, Casinos, and Devices
Fiscal Years 1995 Through 1999

Actual Divison/Commission | Number of No. of Gaming

Fiscal Year FTE Expenditures Casinos* Devices?

1995 65.0 $6,792,293 59 13,000
1996 66.3 $7,144,980 57 12,730
1997 69.0 $7,647,132 55 13,610
1998 72.3 $7,948,174 49 13,620
1999 712 $8,560,380 49 14,050
Change 9.5% 26.0% -17.0% 8.1%

Source:  Division of Gaming budget requests and annual abstracts.
Notes: ' Asof June each year.
2 Devices are slot machines, blackjack tables, and poker tables.

Division Staffing

According to Division of Gaming officials, FTE and workload are driven primarily by
the numbers of casinos, devices (i.e., dot machines, blackjack tables, and poker
tables), and licensees. The table above shows that the number of casinos has
decreased while the number of devices and FTE have increased between 1995 and
1999. Division data also indicate that the number of licenses processed each year,
along with the number of off-year background checksof licensees, hasincreased from
about 5,850i1n 1995 to about 6,400 in 1999. The current ratios of devicesand licenses
to Division staff are 197:1 and 90:1, respectively.

We contacted nine other statesto collect information on gaming regulatory processes
to compare with Colorado. We found there is a wide variety of approaches to
regulation that affectsthelevel of staffing required. Specifically, there are differences
in the types of employees licensed, how often they are licensed, what governmental
entity issues the licenses (e.g., state or local), and the extent of background checks
done prior to licensing. With respect to auditing of casino revenues, there are
differences in the depth and extent of verification procedures, the percentage of
revenues audited, and the frequency of audits. Finally, in terms of enforcement, we
found variations primarily in the agency responsible for enforcement activities.
However, to the extent possible, we compared Colorado with other states and
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concluded that the Division’s staffing levels appear fairly consistent with those of
other states we contacted.

Other than staffing, weidentified anumber of areas where we believe the procedures
of the Division could be improved. These areas relate to auditing, licensing, and
general administration.

Auditing the Gaming Industry

The Division’s audit section is responsible for conducting three types of reviews or
audits of casinos as well as for providing casino training in a variety of compliance
areas. The reviews include revenue audits to ensure that reported adjusted gross
proceeds are accurate; compliance reviews to ensure that casinos are following
internal control minimum procedures; and information system reviews of casinos
automated systems.

Revenue audits are conducted on athree-year cycle and generally cover thecasino’s
most recent three-year period of adjusted gross proceeds. This approach is taken
because the Division is authorized to collect unpaid taxes that are up to three years
old. The audit section has implemented a risk-based audit approach which includes
auditing the largest casinos (the top 15 to 20 revenue-generators) and smaller casinos
that are owned by the same individual or organization that owns one of the larger
establishments. This is because casinos under the same ownership generally share
accounting offices and procedures. In addition, some other smaller casinos may be
audited if compliance reviews have indicated the need for a revenue audit.

The Division Has Not Reached Its
Revenue Audit Goal

The Divison of Gaming has audited about two-thirds of annual adjusted gross
proceeds for any year since the inception of gaming. The Division has increased its
audit coverage since our 1994 audit, which noted that as of July 1993 less than 10
percent of total adjusted gross proceeds had been audited. However, the Division has
not reached its goal of auditing 80 percent of adjusted gross proceeds over athree-
year cycle. The following table shows the percentage of total annual adjusted gross
proceeds that have been audited over the past five years.



Limited Gaming Performance Audit - January 2000

Percent of Total Annual Adjusted Gross Proceeds (AGP) Audited
As of December 1999

Calendar Year Total AGP Audited AGP Per cent Audited
1995 $384,342,947 $227,454,074 59%
1996 $411,666,442 $248,169,879 60%
1997 $430,901,211 $290,048,030 67%*
1998 $479,217,577 $171,793,883 36%*
1999 (to date) $462,407,334 $71,530,043 15%*

Source: Office of the State Auditor analysis of data from the Division of Gaming.
* These percentages represent AGP audited to date. AGP can be audited up to three
years after initial filing per Sections 12-47.1-604 and 39-21-107, C.R.S.

Audits of the adjusted gross proceeds from 1997 through 1999 are still in progress.
However, as of December 1999, the table shows the Division has audited about two-
thirds of the adjusted gross proceedsfor 1997, just over one-third of those for 1998,
and about 15 percent of 1999's proceeds. If auditsare not completed asintended, the
amount of adjusted gross proceeds reported and taxes assessed may be misstated.
Audits on 12 casinos completed over the past 24 months identified a net of about
$91,700 in underreported adjusted gross proceeds and about $6,900 in underpaid
taxesandinterest. Although auditsmay not alwaysidentify significant dollar amounts
of errors in revenue reporting, they serve as an important tool to promote accurate
reporting of gaming proceeds. For example, recently completed audits of two casinos
in Cripple Creek resulted in the assessment of $150,000 in fines. The fines were
issued due to unexplained variances in accounting records, missing documentation,
and other instances of noncompliance with internal control and accounting
procedures.

In Fiscal Year 1999 the audit section completed four revenue audits, which is about
half of the number it had originally planned for the year. According to audit section
management, it is not always possible to complete all the planned audits due to
staffing difficulties and auditstaking longer to compl ete than anticipated. Webelieve
another factor is that the audit section does not devote sufficient staff resources to
revenue audits. The audit section consists of 14 audit FTE who are assigned to
revenue audits, compliance reviews, and information systems audits, as well as to
other functions such as providing training to casinos, updating interna control
requirements, and preparing the annual gaming abstract. According to staff plansfor
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Fiscal Year 2000, only about one-third of audit staff time is scheduled for revenue
audits, while about 40 to 50 percent of audit staff time is assigned to conducting
compliance reviews, which isthe single most resource-intensive activity for the audit
section. The remaining direct audit time is scheduled for audits of casinos
information systems.

The audit section’s current prioritization of audit activities and assignment of staff
among duties results in both revenue and compliance audits occurring in the same
casinos within a year. For example, 12 revenue audits were completed between
September 1997 and September 1999. Eleven of the audited casinos underwent
compliance reviews within ten months of their revenue audits, and four casinos had
compliance reviews within three months of their revenue audits. Audit section staff
noted that they limit the scope of compliance reviews in these situations and do not
duplicate work done in the revenue audits. We believe the audit section should
evaluate its approach and make changes to reduce the instances where separate
revenue audits and compliance reviews are conducted on asingle casino within a 12-
month period. In particular, the section should consider the value of conducting a
compliancereview of acasino within afew monthsafter arevenueauditisdone. This
approach should permit more staff time to be assigned to revenue audits. In addition,
the Division should consider contracting out auditsif it does not have sufficient staff
resources available to complete its schedule.

Theaudit section hasbeen making progressin completing more of itsplanned revenue
audits and its audit schedul e reflectsits 80 percent goal. Furthermore, as more large
casinos become operational, it should be easier for the section to accomplish its goal
because 80 percent of adjusted gross proceeds will be generated by a smaller number
of casinos. However, we believe the section should take some steps to help ensure
it accomplishesitsrevenue audit goa. Firgt, the Division should examine and modify
the allocation of audit resources and its audit approach to increase its focus on
completing revenue audits. To further improve the audit process, once the Division
has reached the 80 percent goal over three years, the audit section should take steps
to move toward a shorter audit cycle with the long-term goal of conducting revenue
audits annually.

Recommendation No. 8:

The Division of Gaming should increase its revenue audit coverage by considering
several changesto increase the amount of staff resourcesavailablefor revenue audits,
including:
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a. Discontinuing the practice of scheduling separate compliance reviews of

casinos in years when they undergo revenue audits and combining revenue
audits and compliance reviews whenever possible.

Contracting out some audits if sufficient staff resources are not available
within the Division.

Planning for a shorter audit cycle with along-term goal of conducting annual
revenue audits to replace the three-year cycle in the future.

Division of Gaming Response:

Disagree. TheDivision believes, by fully implementing the SAO’ s1994 audit
report recommendationsthat we have an audit methodol ogy and planin place
that will achieve the aggressive internal goalswe have set for ourselves. The
Division hastaken aproactive approach to regul ating the gaming industry and
the compliancereview processplaysanintegral roleinfulfillingtheDivision’s
overall philosophy. During compliance reviews, the Audit Section already
reduces the amount of work performed on alicensee when we have recently
performed arevenue audit on their operations. 1n most cases, the compliance
review team will not review any of the areas that were covered during the
revenue audit. However, we believe it isimportant to still review areas such
as the cashier cage, key control and slot drop/count procedures that are not
normally reviewed during revenue audits. We have found this is best
accomplished through the compliance review process.

Our Commission hasexpressed di sagreement with the approach of contracting
out audits and performing annual revenue audits. To some degree, the Audit
Section already relies on the services of independent accountants during
revenue audits. For licensees who file audited financia statements with the
Divison, we take into account the audited financia statements and
accompanying footnotes when planning and determining the scope and extent
of our audit procedures. Further, engaging independent accountants to
perform revenue audits is not without costs to the Divison. The Division
must carefully weigh the costs involved in contracting out some revenue
audits against performing them internally. The added costs associated with
contract audits would have to be considered in the overall budgetary scheme.
The Division has alongstanding commitment to finding new and innovative
waysto make our processes more efficient and customer service oriented and
we will continue to do so.
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The Division has increased its revenue audit coverage in accordance with a
risk-based audit approach that has been approved by the Commission. Under
our existing structure, the Division is making good progress in attaining our
internal goal of auditing 80 percent of adjusted gross proceeds over athree-
year audit cycle. Based on our projections, the Division will achievethisgoal
for the three-year audit cycle 1997 through 1999. In fact, we will come very
closeto achieving our goal for the audit cycle 1996 through 1998. Currently,
we continue to audit adjusted gross proceeds reported by our licensees from
1997 through 1999. As the table below illustrates, we believe our audit
coverage will exceed the 80% mark we have set for ourselves.

Audited AGP Analysis
Through October 1999
Calendar Actual Planned Rolling 3-yr. AGP%
Year Total AGP Audited AGP | % | Audited AGP | %
Actual Planned
1995 $384,342,947 | $227,454,074 | 59 | $227,454,074 | 59 NA NA
1996 $411,666,442 | $248,169,879 | 60 | $221,217,703 | 60 NA NA
1997 $430,901,211 | $290,048,030 | 67 | $334,595,429 | 78 62 66
1998 $479,217,577 | $171,793,883 | 36 | $409,220,585 | 85 54 75
1999 $462,407,334 | $ 71,530,043 | 15 | $393,422,622 | 85 39 83
Note: Differences between actual and planned amountsin 1997, 1998 and 1999 are due to the fact that we are
still auditing agp reported by licensees for these years. 1999 figures are calculated based on agp reported
by licensees through October 1999.

Auditor’s Addendum

The focus of our discussion in thisarea is on how the Division could achieve its
own goal of auditing 80 percent of adjusted gross proceeds over three years. In
our 1994 audit wereported that the Division had not established a consistent audit
approach and had only completed revenue audits of 10 percent of total adjusted
gross proceeds. Subsequent to that audit, the Division developed a standardized
audit approach and methodology and, in 1996, established the goal of auditing 80
percent of adjusted gross proceeds over three years. However, as of the end of
1999, the goal has not yet been reached. The Division’s response indicates that
based on projections, the Division will achieveitsgoal for the 1997 through 1999
audit cycle. These projections assume that the Division will accomplish its
schedule. However, in Fiscal Year 1999, the Division was not able to completeits
audit schedule. Our recommendation isintended to suggest alternative
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approaches the Division could take to help ensure that it accomplishes what it
plans.

Delaysin the Division’s Automated
Licensing System Were Costly

In January 1996 the Division began working with the Department of Revenue's
Information Technology (IT) Division to develop a computerized licensing system.
The new system was intended to be completed by the summer of 1997 and include
Y ear 2000 compliance aspects. However, dueto I T staffing problems, the selection
of aprogramming language that was unfamiliar to I T staff, and changes to the scope
and requirements by the Division of Gaming, the project had not been completed as
of the spring of 1998. In August 1998 an outside consultant hired by the Information
Technology Division reviewed the status of the system and made recommendations
on how best to compl ete the project. The consultant recommended that all work on
the project be discontinued. As a result, the Department of Revenue and both
Divisions agreed that the Division of Gaming should contract with a private firm to
install an automated licensing system along with imaging and administrative tracking
systems. The licensing and imaging systems had aready been developed by the
consultant in another state and only required installation and maintenance activities.

According to estimates by both the Gaming and Information Technology Divisions,
the costs incurred in the original effort to develop a licensing system were about
$500,000. This included personal service costs as well as hardware and software
purchases used in the development of the project. Inafinancial audit of the Division
completed in December 1999, the Office of the State Auditor recommended that the
Divison of Gaming attempt to recover the costs paid to the IT Division for this
project. The contract executed with the private firm totals nearly $870,000, including
$225,000 in maintenance expenses, through the end of Calendar Y ear 2002.

According to Division of Gaming and Information Technology staff, and confirmed
by the consultant hired to review the licensing project, there was little evidence that
a system requirements document had been developed or discussed by the Gaming
Divisonor IT. Dueto thelack of written documentation, it is difficult to determine
the specific problemsthat arose with the project. However, it isclear that no written
agreements on the deadlines or outcomes of the project were developed.
Furthermore, the consultant found that there was no formal methodol ogy within the
I'T Division for developing client/server applications. This methodology would have
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imposed disciplines and requirements on the Division and I T to focus on the goal of
completing the project.

Future Information Technology Division
Programming Projects

The Department of Revenue doesnot have policiescovering theability of the Division
of Gaming to engage private firms for programming work. Furthermore, the
Department does not require performance agreements, similar to contracts with
private firms, to be written when the Division engages I T to perform programming
work. While the contract the Division of Gaming executed with the private firm
included a specific scope of work and timetables for deliverables to the Division, no
such agreement was written between the Division of Gaming and the IT Division.
Performance agreements between agencies that are enforceable and include
accountability measures improve the performance of al interested participants.

Onthe basis of our review of thelicensing programming project and the report of the
consultant hired to review the project, these agreements should include the following
components:

» Aformal project management methodol ogy must be put in placethat includes
a defined management method with measurable milestones. Formal project
management stepsthat specifically addressthe project management discipline
including status meetings, programming reviews, and issuetracking should be
actively managed.

» A forma connection between the users and the developers is important to
continually and actively channel involvement by the usersin the devel opment
process, specifically, formal periodic user reviews should occur to ensure the
application meets their needs.

*  Project management, team leaders, and devel opersshoul d be held accountable
to meaningful and measurable objectives. Project management should outline
performance goals and milestones that are clearly understood and accepted.

In an effort to prevent future programming projects from becoming over
budget and past due, the Division of Gaming should seek clarification on the
Department’ spolicy for entering into contractswith private consultants either
before or after communicating their programming needs to the IT Division.
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In addition, the Division of Gaming should require performance agreements
with the IT Division and any contractors for future programming proj ects.

Recommendation No. 9:

The Divison of Gaming should ensure that all programming projects include
performance agreements that formally document the requirements and scope of the
projectswith agreed upon costs. The Division should also seek to clarify Department
of Revenue policiesfor engaging in third party contracts for computer programming
work.

Division of Gaming Response:

Implemented. The Division will closely monitor and evaluate future
information technology projects performed by the Department of Revenue's
IT Division, other agencies, or third party vendors. The Division will assess
the cost of the project in relation to established plans, benchmarks and
budgets. This recommendation will be implemented on all future projects.

Auditor’s Addendum

Duringtheaudit, wefound no evidencethat the Division hasimplemented apolicy
to address the concerns raised relative to planning for and oversight of
information technology projects. At the time of the IT project for the licensing
system, the Division had no established methodology to follow and no written
agreement of any kindwith thel T Division. Sincethat time, the Gaming Division
has not been involved in any information technology projects in which an
improved process has been followed.

Licensing of Individuals Involved in Limited
Gaming

According to Section 12-47.1-501, C.R.S., anyone who works directly with the
gaming portion of a retail gaming establishment must be licensed by the Gaming
Commission. There are two types of employee gaming licenses: Key and Support.
Key licensees are those employees who are in charge of gaming activities while on
duty, such as floor managers and supervisors. Support employees are al other
employees directly involved in gaming activities, such as card dealers, cashiers, slot
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machine technicians, and security personnel. At the end of Fiscal Year 1999, the
Divison of Gaming reported that there were approximately 6,100 active Key and
Support gaming licensees, of which almost 92 percent (5,592) were Support license
holders.

For Fiscal Year 2000, initial licensefeesfor Key applicantsis $250. In addition, Key
applicants must deposit $1,000 with the Division of Gaming to pay for a background
investigation. Support applicants pay an initial fee of $175 and do not undergo
background investigations requiring the deposit of funds.

Both Key and Support licensesare valid for two yearsfrom the date of issuance. The
Division of Gaming began issuing two-year licenses in 1996 as a result of a 1994
Office of the State Auditor report and a 1995 Sunset Review by the Department of
Regulatory Agencies, Office of Policy and Research. Both reports recommended
increasing the license term from one year to two for Key and Support licensees.
Statutes require the Division of Gaming to issue a certificate or validating sticker to
be attached to each license upon renewal. Renewal license fees are $200 for Key
licensees and $150 for Support. According to Division of Gaming licensing officials,
not al licensees continue to work in the industry after they are initialy licensed;
currently about 60 percent of Key and Support employees renew their licenses.

Extending the Life of the Photo Badges
Would Benefit Licensees and the Division

Key and Support license applicants are issued anew photo identification badge when
their licenses are renewed. Licensees can renew their license by mail, but are still
required to obtain a new badge. According to Division information, in Fiscal Year
1999 about 40 percent of renewal applicants were approved by mail. However,
al these applicantsthen had to go to aDivision of Gaming office to obtain new photo
identification badges. Thisresultsinaninconvenienceto licenseesand aconsumption
of Division resources.

The Division could change the requirement of replacing the badge eachtimealicense
is renewed and instead permit licensees to keep their identification badges for four
years, issuing validation stickers for the interim renewal. Issuing renewal stickers
would alow renewal applicationsto be processed entirely by mail in someyears, thus
relieving Key and Support licensees of the time and expense of traveling toaDivision
office to have their photos taken every two years. In addition to increasing the
convenience of the renewal process for licensees, this practice would improve
efficiency withinthe Division by reducing renewal activities. We estimatethe Division



62

Limited Gaming Performance Audit - January 2000

would be able to save about $13,000 annually in personnel and materials costs if it
adopted this procedure, which would be offset by the cost of validation stickers
estimated at about $2,500 annually. Savings could be reallocated to other activities
or passed on to the licenseeswho would be the primary beneficiaries of such achange
due to the increased convenience of being able to renew their licenses by mail.

Some other states we contacted require less frequent renewal of licenses or
identification badges. For example, New Jersey issues four-year Key and Support
licenses after an initial license term of two and three years, respectively. South
Dakota requires annual license renewal but issues a photo identification every two
years. In the intervening year, the South Dakota Gaming Commission issues a
validation sticker to Key and Support licensees. Due to the nature of the current
South Dakota license (laminated, traditional-type photo paper), state officials re-
laminate the licenses with the new sticker. However, South Dakota is seeking a
licensng systemsimilar to Colorado’s, (digital photo and credit card-typelicense) that
will enable the issuance of renewal stickers through the mail.

Issuing validation renewal stickers rather than replacing identification badges every
four years would not eiminate all Key and Support license renewal efforts. To
maintain a level of security, the Division would still conduct the background
investigation and administrative work necessary to ensure that licensees remain
suitableto possessagaming license. Inaddition, the Division could use other existing
security measures to help ensure that only employees with valid licenseswork in the
industry. For example, casinosare currently required to submit amonthly list of their
employeesto the Division. To prevent trading or misuse of the validation stickers by
licensees, Division staff could monitor theseliststo identify any employeeswho were
not granted renewal licenses.

Growth in the gaming industry increases the importance of the Division establishing
efficient licensing procedures. Since Fiscal Year 1996, the Division has issued an
annualized average of approximately 2,900 Key and Support renewal licenses.
According to casino industry representatives, the opening of new, large casinos in
Black Hawk and Central City is expected to increase the number of Key and Support
employees by about 1,000 to 1,200, or almost 20 percent, in just the next two years.
Asaresult, the average number of Key and Support license renewal s will increase by
at least 550 each year, bringing the number of annua license renewals to
approximately 3,500 with an estimated 2,100 licensees maintaining their licenses for
at least four years.
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Recommendation No. 10:

The Division of Gaming should streamline its license renewal process for Key and
Support licenses by:

a. Extending the period for which a photo identification badge is good to four
years with license renewal every two years.

b. Developing asystem to issue renewal stickersto Key and Support licensees,
allowing them to complete the entire renewal transaction by mail for years
when a new badge is not issued.

Division of Gaming Response:

Disagree. The photo identification badge issued by the Division of Gaming
is proof to gaming patrons, casino employers and Division investigative staff
that the badge holder is properly licensed and under the jurisdiction of the
Division. Thecurrent ID badgeissuance process ensuresthat the person who
isactualy licensed receives the proof of licensure (the ID badge).

Without extensive security, tracking and verification procedures in place to
ensure that a renewa sticker is affixed to the proper identification badge,
there is no guarantee that the proof (the renewa sticker on the ID badge)
matches the person wearing it. Tracking and verification costs would more
than offset any personnel cost savings; and, verification procedures would
more than likely require licensees to come into contact with Division steff,
negating any customer inconvenience concerns.

Auditor’s Addendum

This recommendation was intended to reduce some of the burden on licensees
while maintaining the Division’s regulatory authority. The Division currently
requires the casinos to submit a monthly list of employees which enables the
Division to monitor wherelicenseesareworking. Therefore, tracking procedures
are already in place and being used by the Division.
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Follow-Up
Chapter 5

Included in the audit were procedures to determine the status of prior audit
recommendations to the Division of Gaming, the Department of Local Affairs, and
the Colorado Historical Society. The Division of Gaming, the Department of Local
Affars administration of the Contiguous County Limited Gaming Impact Fund, and
the Colorado Historical Society’s administration of the State Historical Fund were
audited in 1994. The Historical Society was subsequently audited in 1997. This
chapter indicates the status of recommendations made in both the 1994 and 1997
audits.

1994 Audit of the Division of Gaming

Listed below arethe recommendations madein the 1994 Gaming Division audit along
with the current implementation status of those recommendations. Recommendations
1 through 9 and 12 were directed to the Gaming Commission or the Division of
Gaming; Recommendations 10, 11, and 13 were directed to the Department of Local
Affairs, Recommendations 14 through 19 were directed to the Colorado Historical
Society.

Recommendation No. 1. The Commission should ensure the appropriateness of its
fees and fee uses by developing and documenting methodologies and policies for
determining fees.

Recommendation No. 2: The Division of Gaming should ensure that fee assessment
is consistent with statutes and policies by:

a. Developing a cost alocation method for the various activities and programs
which are related to fees.
b. Evaluating the relationship between fees and costs regularly.

Current Statusof Recommendations1 and 2: Implemented. The Divison has
developed a cost allocation methodology and reviewed feesin 1996, 1997, and
1999. Thismethodology identifiesthe direct costs of different licensing activities
and allocates overhead and indirect costs to the activitiesto develop its licensing
fee structure. The results of thisanaysis are provided to the Commission for use
in fee setting.
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Recommendation No. 3: The Divison of Gaming and the Gaming Commission
should evaluate the costs and benefits of performing less frequent renewals for
support licensees and make recommendations to the General Assembly for statutory
changes as needed to Sections 12-47.1-501(d) and 519(1), C.R.S.

Current Status. Implemented. The statutory requirement for annual renewals
was changed in 1996 and the Division began renewing licenses every two years
rather than annually. Until August 1999 the Division continued to run complete
background checks on licensees in the years when they were not renewing their
licenses. However, at that time (August 1999) the Division changed to
conducting off-year background checks on only 10 percent of applicants, which
is consistent with the recommendation.

Recommendation No. 4: The Division of Gaming should ensure that its Auditing
Section clearly defines and states its auditing approach and follows through on its
implementation.

Current Status: Partially implemented. The Audit Section has clearly stated
itsgoasand audit approachinitspolicy manual, last revised in August 1999. The
goals of the Section include:

» Peforming revenue audits of 80 percent of adjusted gross proceeds over a
three-year audit cycle.

e Performing information systems (1S) audits of new systems within three
months of completion of licensee testing.

» Performing compliance inspections of 100 percent of casinos each year.

In addition, the Section has a written audit approach that explains the Section’s
overall philosophy and risk-based approach to audit work. Documentation shows
that the Section schedules its workload in accordance with these goals and
approach. However, the Section hasnot been entirely successful in accomplishing
these goals to date. See Recommendation No. 8 in Chapter 4.

Recommendation No. 5: The Division of Gaming should ensure that its Auditing
Sectionincreasesaudit coverage by establishing achievablegoa sand by implementing
an audit selection plan that is:

a. Consistent with the Section’s, the Division’s, and the Department’ sgoalsand
objectives.

b. Sufficiently risk-based and comprehensive.

c. Communicated to the Commission and to Divison staff and requires
management approval for changes.
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Current Status. Partially implemented. The Audit Section has increased its
revenue audit coverage in accordance with a risk-based audit approach that has
been approved by the Commission. The Section has not been entirely successful,
however, in accomplishing its goal of auditing 80 percent of adjusted gross
proceeds every three years. See Recommendation No. 8 in Chapter 4.

Recommendation No. 6: The Division of Gaming should € iminate any unnecessary
duplication of internal control compliance activities between the Auditing and
Investigations Sections, and appropriately assign responsibility for this function.

Current Status: Implemented. TheDivisionhasajoint checklist whichisdivided
between the audit and investigations sections. Based on our review of checklists
maintained by the Division, the work is divided between the two sections with
little or no duplication.

Recommendation No. 7: The Divison of Gaming should ensure that Auditing
Section staff spend time on direct auditing activitiesin accordance with standards by:

a. Clearly defining and communicating the audit activities which it classifies as
direct and indirect.

b. Establishing a timekeeping system which accurately captures indirect
activities.

c. Monitoring staff activities and time routinely to ensure that goals and
objectives are being met.

Current Status. Implemented. The Section has a stated goa for staff of
spending 65 percent of their time on direct audit activities. According to time
recordsfor Fiscal Years 1998, 1999, and 2000 (through July 1999), section staff
spend an average of 65 percent of their time on direct audit work. The range of
percentages for Fiscal Years 1998 and 1999 and for July 1999 were from 64
percent to 68 percent.

Recommendation No. 8: The Division of Gaming should ensure the complete
implementation of useful performance measures by:

a. Developing measurable goas and objectives for each section which link
performance measuresto the Division’ soverall goals, objectives, and mission
Statements.

b. Reporting performance data consistently over time.

¢. Reducing reliance upon workload measures and creating more measures
which demonstrate the benefit of specific activities.
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d. Linking performance measures to budget requests and other planning and
management documents.

Current Status: Implemented. The Division has improved and simplified its
performance measures to make them more outcomes-oriented. The Division has
used and reported on these measures consistently since 1997.

Recommendation No. 9: The Division of Gaming should ensure that investigative
activities are performed cost-effectively by:

a. Evauating and assigning investigative clerical activities to clerical staff.

b. Evauating the reallocation or reassignment of investigator resources.

c. Reporting on the redllocation of resources in budget and staffing request
documents, as appropriate.

Current Status: Implemented. Clerical staff have been assigned to routine,
adminigtrative license processing and investigative activities. Investigators have
been reassigned to spend more time in casinos.

Recommendation No. 10: The Department of Local Affairsand the Gaming Impact
Advisory Committeeshould comply with Contiguous County Limited Gaming I mpact
Fund statutes, policies, and procedures by:

a. Enforcing policies and procedures for the measurement and documentation
of impacts and costs.

b. Ensuringthat thecriteriafor evaluating both the cost and benefit impactsfrom
gaming are comparably measured and applied, where appropriate.

Current Status: Partially implemented. The Contiguous County Limited
Gaming Impact Fund was discontinued in 1997 at the same time the Local
Government Limited Gaming Impact Fund was created. The Department has
maintained similar formsfor eligiblelocal governmentsto document their impacts
as required by the statutes for the Local Government Limited Gaming Impact
Fund. In 1999 virtually all applicants submitted the required forms with their
grants applications. With respect to the documentation of positive impacts, the
statutes for the Local Government Limited Gaming Impact Fund do not
specificaly require the reporting or consideration of benefits of gaming.
However, Department of Local Affairs staff still produce some estimates of
increased revenues, such as from sales or property taxes, that may be due to
gaming. We believe the Department could further improve the impact data
requested from applicants, as discussed in Recommendation No. 1 in Chapter 1.
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Recommendation No. 11: The Executive Director of the Department of Local
Affairsshould review the use of resident gaming employeesasameans of distributing
50 percent of the Contiguous County Limited Gaming Impact Fund and make
recommendations for statutory change, if needed.

Current Status: Implemented. In 1996 a Gaming Impact Task Force, which
included a representative of the Department of Local Affairs, was formed in
accordance with House Bill 96-1240 to:

* Evauate the overdl effectiveness and impact of existing methods of
distributing revenues derived from limited gaming activity.

» Develop legidative proposals to recommend changes to the methods and
otherwise address the burden of accommodating gaming.

* Report to the [Limited Gaming] Commission, the Governor, and the General
Assembly.

Thetask force included members of the General Assembly, representatives of the
cities and counties affected by gaming, and representatives of state agencies
impacted by gaming, and was staffed by Department of Local Affairs personnel.
The task force recommended repealing the Contiguous County Limited Gaming
Impact Fund and the Municipal Limited Gaming Impact Fund and consolidating
the two into a Local Government Limited Gaming Impact Fund. The moniesin
this combined Impact Fund would be distributed on a non-formula basis and
would not include distributions based on casino employee residency. Consistent
with the recommendations of the task force, in 1997 the Contiguous County
Limited Gaming Impact Fund was eliminated. Effective July 1, 2002, the
Municipa Limited Gaming Impact Fund will be repealed.

Recommendation No. 12: The Limited Gaming Control Commission should ensure
that the statutory provision to provide assurances of the uses of the Contiguous
County Impact Fund is accomplished by:

a. Conducting or causing to be conducted an annual financial and compliance
audit of the contiguous counties special accountsto determine if the uses of
fund revenues are reasonably related to gaming impacts.

b. Reporting the findings of the audits to the General Assembly.

Current Status: No longer applicable. The statutes for the Local Government
Limited Gaming Impact Fund, which replaced the Contiguous County Limited
Gaming Impact Fund, do not require audits of grant recipients. The procedures
used by the Department of Local Affairs require that grantees submit
documentation to support their need for and use of funds.
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Recommendation No. 13: The Department of Local Affairs should ensure that it
accounts for all of its gaming-related costs through regular and comprehensive
evaluation.

Current Status: Implemented. The focus of thisfinding was on the Department
of Local Affairs trackingitscostsfor gaming-related activitiesand recovering the
costs of those activities from gaming tax revenues. The Department of Local
Affairs has estimated its costs for gaming-related activities and, as a result, has
increased the amount of funding it requestsfrom the Gaming Commission. Under
its agreement with the Commission, the Department is now reimbursed for about
1.1 FTE at an annual cost of about $66,000, compared with lessthan 1 FTE at a
cost of $33,000 in Fiscal Year 1995.

Recommendations 14 thr ough 19 were directed to the Colorado Historical Society
and were followed up in the 1997 audit of the State Historical Fund.

1997 Audit of the State Historical Fund

In 1997 the Office of the State Auditor conducted an audit of the State Historical
Fund which included follow-up on recommendations from the 1994 Division of
Gaming audit that were directed to the Historical Society. The 1997 Historical Fund
audit concluded that all those recommendations from 1994 were fully or partially
implemented. The recommendations listed below include any areas where issues
remained from the 1994 audit.

Recommendation No. 1. The Colorado Historical Society should use Colorado
Preservation 2000 as a foundation for developing an operationa plan for the State
Historical Fund. This process should include:

a. Performing an updated assessment of the historic preservation needs of
Colorado.

b. Targeting funds for annual priorities.

c. Developing mechanisms for measuring the State Historical Fund's progress
in meeting the historic preservation needs of the State.

Current Status: Implemented. The State Historical Fund retained a consultant
to assist in developing astrategic plan. The State Historical Fund Strategic Plan
was completed in April 1999 and includestheinput from stakehol dersthroughout
the State. The stakeholder survey provided the Historical Fund with information
on preservation prioritiesacross Colorado. TheHistorical Fundisanayzinggrant
applications to determine where grants could be more useful. Through data
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received from the survey, the Historical Fund has identified 11 specific funding
priorities.

Recommendation No. 2: The Colorado Historical Society should develop policies
for the State Historical Fund concerning projects eligible for funding and the types of
allowable matching expenses.

Current Status: Implemented. The Historical Fund has specifically prohibited
the approval of any grant application that islocated within the three gaming towns
due to the amount of preservation monies the cities receive directly from the
Limited Gaming Fund. The Historical Fund has also produced a program
guidelines booklet that details the types of projects that do not compete well
among other projects and that may even be ineligible.

Recommendation No. 3: The Colorado Historical Society should increase the
amount allowed for mini-grant awards up to a maximum of $25,000.

Current Status: Partially implemented. The State Historical Fund increased the
mini-grant amount to $10,000 from $5,000 in 1998 as an initial increase. The
Historical Fund isin the process of assessing the effect of the increased amount.
Future increases in mini-grant amounts could result from the assessment. Mini-
grants can be approved by the staff of the State Historical Fund and do not have
to go through the grant selection and approval processwith all other applications.

Recommendation No. 4. The Colorado Historical Society should evaluate the
benefits of conducting one general and one or more mini-grant rounds per year, and
hold the grant rounds when they best correspond with project funding needs.

Current Status: Implemented. The stakeholder survey conducted by the
Historical Fund found that conducting only one grant round was not favored by
grant participants. Grant applicants are concerned about waiting a full year for
another grant round if they either miss the deadline or are denied a grant. Asa
result, the Historical Fund has maintained two general grant rounds

Recommendation No. 5: The Colorado Historical Society should improve the
review and selection process by:

a. Prescreening applications and eliminating marginal ones from going through
the selection process.
b. Providing scoring and descriptive feedback to denied applicants.
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Current Status: Implemented. Beginning in April 1998, the State Historical
Fund staff has provided substantially more feedback to denied applicants,
including copiesof all application scoring sheets. Historical Fund staff report that
the overall quality of applications hasimproved. Furthermore, with the addition
of eligibility rules, marginal projectsthat were once accepted are no longer being
received by the Historical Fund.

Recommendation No. 6: The Colorado Historica Society should enhance the
effectiveness and efficiency of the reader process by:

a. Selecting readers with technical knowledge and experience in historic
preservation.

b. Eliminating the need for the State Historical Fund Review Committee.

c. Using staff as one of the assigned readers.

d. Increasing the number of applications reviewed by each reader.

Current Status: Partiallyimplemented. TheHistorical Fundimplemented anew
reader process that significantly reduced the number of potential application
readers from 100 in 1997 to 25 currently. The number of readers used per grant
round averages between eight and ten, resulting in more applications being read
per reader. Historical Fund staff report that scores on applicationsare much more
consistent with the new process. The Historical Fund still uses the Review
Committee in the review process because members of the Historical Society
Board felt that the preservation expertise on the Committee wasimportant for the
application selection process.

Recommendation No. 7: The Colorado Historical Society should comply with
Colorado’s Open Meetings Law by giving timely, public notice of al Board and
committee meetings.

Current Status: |mplemented.

Recommendation No. 8: The Colorado Historical Society should streamline its
contracting process by:

a. Increasing the standardization of items to be submitted by grantees.

b. Structuring the application so that appropriate exhibits and other information
can be incorporated in a contract without the need for revisions.

c. Evauating current workload needs and all ocating more resources to contract
processing as necessary.

Current Status: Implemented. The Historical Fund has streamlined the
contracting process in a number of ways. For example, a new contract now
includes standardized project deliverables for al recipients and incorporates
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certain application materias, eliminating the need to revise the contract for each
grant. In addition, the contract handbook for general grants has been
standardized and reduced from 31 pages to 10 pages.

Recommendation No. 9: The Colorado Historical Society should develop a
standard method of having grantees report project progress and devel op procedures
for monitoring project progress that include using a risk-based approach.

Current Status: Implemented. TheHistorical Fund devel oped arisk-assessment
rating form to use in determining the level of monitoring needed for individua
grantees. The Preservation Specialist reviews a list of risk-based criteria and
determinesthelevel of attention required by that project. Examplesof risk-based
criteriainclude the amount of the grant, the technical difficulty of the project, the
grant recipient’s prior experience with State Historical Fund grants, and the
presence of aloca government review authority.

Recommendation No. 10: The Colorado Historical Society should simplify its
expenditure reporting requirements by requiring standard expenditure reporting for
al grantees while retaining its ability to request supporting documentation if
necessary.

Current Status. Implemented. The State Historical Fund no longer requires
grant reci pientsto submit backup documentation for every expenseincurred. The
Historical Fund doesrecommend that recipients maintain arecord of expensesfor
future reporting or auditing needs.

Recommendation No. 11: The Colorado Historical Society should improve its
method of obtaining feedback from participantsin the State Historical Fund program

by:

a. Developing an objective and measurable customer satisfaction survey.
b. Conducting an annual meeting of stakeholders.

Current Status: Partially implemented. As noted in Recommendation 1, the
Historical Fund retained a consultant to conduct an in-depth stakeholder survey
of al aspects of the State Historical Fund operations, as well as historic
preservation issues facing Colorado. The consultant recommended that the
Historical Fund conduct a survey among all stakeholders on a three-year basis
rather than conduct an annual meeting. TheHistorical Fund hasrecently included
ameasurable survey form with its grant application forms.

Recommendation No. 12: The Colorado Historical Society should develop a

proceduresmanual that containsstaff responsi bilitiesand operating proceduresfor the

State Historical Fund.
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Current Status: Partially implemented. The Historical Fund is currently in the
process of producing a procedures manual. The Historical Fund plans to obtain
anew computer database and software and will complete the procedures manual
after internal processesfor the new database are developed. Historical Fund staff
estimate the procedures manual will be prepared by spring 2000.



Appendix A
Licenses & Fegs

The Colorado Gaming Control Commission issues five (5) types of licenses:

Manufacturer/Distributor—~Companies that manufacture or serve as a distributor for approved
slot or yideo machines and component parts.

Retailer—Persons permitting or conducting limited gaming on their premises.

Opelfutor-Petsbns permitting slot machines on their premises or to persons, such asslor machine
routers, who place and operate slot machines on the premises of a reuailer.

Key Employee—Person who has the responsibility of making management or policy decisions in
a gaming establishment. ’

Support Employee—Persons such as dealers, cashiers, etc. Anyone who works directly with the
gaming operation.

Application Fees (annual)

Typel* Type II*
Mfg./Distributor $500 Mfg./Distributor $1,000
Operator , $500 Operator $1,000
Retailer $1,000 Remiler $2000

There are no application fees for Key or Support employee applications.

*Type I applicants have six or fewer persons with a 5 percent or more interest in the license, all of whom
live in Colorado. A Type Il applicant is any not falling within the Type I qualifications.

License Fees Background Deposits

Mfg./Distribucor $1,000 Type 1 applicants : $5,000
Operator $1,000 Type 11 applicants $10,000
Retailer $1,250 Key Employee .$1,000
Key Employee (original) ......cccoesesneecasseane $250 No deposit required for Supporr applicants
Key Employee (renewal) .........c.cccereersecreee $200

Support Employee (original) .......cc.cocceereene $175

Support Employee (renewal)..................... $150

Keyand Support licenses are effective for two years. Mfg./Distributor, Operator and Retail licenses are
effective for one year.

The Division of Gaming collects a background deposit to cover the costs of conducting a thorough
background check. The Division bills against this deposit at the rate of $53 per hour and also charges

for any travel or ourof-pocket expenses. Any remaining moneys at the end of the background
investigation are refunded to the applicant.




Appendix B

LIMITED GAMING FUND DISTRIBUTION

RECIPIENT FY 1992 FY 1993 |FY 1994 |FY 1995 |FY 1996 |FY 1997 FY 1998 FY 1999 |TOTAL
Total Limited Gaming Revenues $13,458,607 | $35,546,314 | $43,816,751 | $49,054,641 | $55,084,892 | $59,238,986 | $66,981,572 | $78,548,750 | $401,730,513
Amount Set Aside for Division and

Commission Expenses $ 4,343,877 | $ 5,066,927 | $ 6,078,451 [ $ 7,381,973 | $ 7,076,942 | $ 7,541,248 [ $ 8,101,904 | $ 8,368,247 | $ 53,959,569
Amount Available for Distribution $ 9,114,730 | $30,479,387 | $37,738,300 | $41,672,668 | $48,007,950 | $51,697,738 | $58,879,668 | $70,180,503 | $347,770,944
General Fund*** $ 4,114,136 | $13,424,676 | $16,558,795 | $17,013,267 | $17,505,173 | $19,613,407 | $21,543,896 | $27,322,157 | $137,095,507
Contiguous County/L ocal Gov't.

Limited Gaming |mpact Fund $ 425,000 | $ 1,754,059 | $ 1,895,234 [ $ 2,325,995 | $ 2,766,259 | $ 2,957,089 [ $ 3,238,382 | $ 3,859,928 | $ 19,221,946
Woodland Park (from Municipal

Limited Gaming Impact Fund) N/A* N/A* [$ 283037 ($ 312545($ 360,060 ($ 387,733 ($ 441598 ($ 526354 ($ 2,311,327
Victor (from Municipal Limited

Gaming Impact Fund) N/A* N/A* |$ 94386|$ 104182 [$ 120020 | $ 129,244 |$ 147199 |$ 175451 | $ 770,482
Department of Transportation * o ** [$ 997,000 | $ 3,156,448 | $ 2,658,000 [ $ 3,951,000 | $ 3,066,000 | $ 13,828,448
Tourism Promotion Fund $ 18229]|% 60959|% 37738|$% 83345[(% 96016|$ 103395|$ 117759 |$ 140361 |$ 657,802
Colorado Historical Society $ 2,552,124 | $ 8,534,228 | $10,566,724 | $11,668,347 | $13,442,226 | $14,475,367 | $16,486,307 | $19,650,541 | $ 97,375,864
Black Hawk (from Historical Fund) $ 263,783 | $ 1,138,405 | $ 1,862,385 | $ 2,155,457 | $ 2,518,849 | $ 2,788,369 | $ 3,226,488 | $ 4,308,662 | $ 18,262,398
Central City (from Historical Fund) $ 394629 |$ 1,067,998 | $ 941,948 ($ 982548 | $ 1,102,018 | $ 1,070,040 | $ 1,216,042 | $ 1,118,607 | $ 7,893,830
Cripple Creek (from Historical Fund) | $ 253,061 | $ 841536 ($ 969,497 | $ 1,029,262 [ $ 1,179,928 | $ 1,311,365 | $ 1,445,437 | $ 1,590,781 | $ 8,620,867
Teller County (from Historical Fund) | $ 303,673 [ $ 1,009,477 | $ 1,163,396 | $ 1,235,115 | $ 1,415,914 | $ 1,573,638 | $ 1,734,524 | $ 1,908,938 | $ 10,344,675
Gilpin County (from Historical Fund) | $ 790,095 | $ 2,648,049 | $ 3,365,200 | $ 3,765,606 [ $ 4,345,040 | $ 4,630,091 [ $ 5,331,036 | $ 6,512,723 | $ 31,387,840

*The Municipal Impact fund was first established in Fiscal Year 1994.
** Section 12-47.1-701, C.R.S,, was amended in 1994 to specifically allow gaming revenues to be transferred to the State Highway Fund for costs associated with gaming.
*** The General Fund figures shown here are the amounts that remain after distributions to the Local Government Limited Gaming Impact Fund, the Municipal Impact
Fund, the Department of Transportation, and the Tourism Promotion Fund.
Source: Division of Gaming Annual Abstracts.
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Appendix C

GAMING IMPACTS REPORTED BY VARIOUSAGENCIESTO THE LIMITED GAMING CONTROL COMMISSION

LOCALITY/ |PROJECT OR COST OR
AGENCY IMPACT DATE |IMPACT OR PROJECT (REVENUE) [COMMENTS
Gaming Cities
Black Hawk  [Ongoing Water pipeline $13,000,000 |Issued > $13 M in bonds to finance.
Not reported Other water projects. Not reported
Not reported Road work coordinated w/CDOT Not reported|For SH 119 & 279
Donein 1999 Bobtail Street $10,000,000 [$4 M budgeted in 1999 for completion.
Not reported Renovation of old bldgs for City office space. Not reported|Appears to have been completed in the past.
Upcoming Construction of new city hall. Not reported|Reported as tentative.
Upcoming Reconstruction of 2 city streets. Not reported
Construction of many new structures, heavy visitor
Ongoing traffic, and increased resident services. Not reported|Due to rapid casino growth.
1999 City operating & personnel expenses. $28,000,000 [Most is attributed to gaming.
1999 Device fee revenue & sales tax revenue. ($6,116,500)
1999 State shared rev Not reported
Central City 1990, 1994, 1999 |City staffing levels. Not reported|Staff went from 9 in 1990 to 110 in 1994 to 37 in 1999.
Cripple Creek  [1999 GF, Enterprise, & Historic Preservation budgets. $11,000,000 (Total increase of city budget from 1990 to 1999.
Total increase in city revenuesin general, enterprise, &
1999 City Revenues ($6,676,000) |historic preservation funds from 1990 to 1999.
Gaming Counties
Received Impact Fund Grant of this amount to help fund
Teller County [1998 Road paving & new building. $822,700 |these projects.
Due to increased law enforcement, emergency services, and
1995 Increased costs in the county. $2,324,000 |other county services between 1990 and 1995.
1995 Increased county revenues. ($1,411,000)|From gaming tax and gaming-related sales tax.
Increasein total county spending between 1990 & 1998 =
Gilpin County 1998 Increased county expenditures. $6,297,000 |321% increase. Not clear if all due to gaming.
1998 Increased county revenues. ($5,331,000)|Amount of county revenues listed as gaming in 1998.
Gaming is responsible for about $66,000 of this. The rest
Tribal Gaming |FY 1999 & 2000 |Conduct impact study of tribal gaming. $226,000 |comes from 3 counties and 2 tribes.
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GAMING IMPACTS REPORTED BY VARIOUSAGENCIESTO THE LIMITED GAMING CONTROL COMMISSION

LOCALITY/ |PROJECT OR COST OR
AGENCY IMPACT DATE |IMPACT OR PROJECT (REVENUE) [COMMENTS
State Agencies
Department of |FY 1997 thru State Patrol traffic enforcement in Gilpin and Teller Average annual cost in Fiscal Years 1997, 1998, 1999, &
Public Safety {2000 counties. $1,042,000 |2000.
Department of |FY 1997 thru Average annual cost in Fiscal Years 1997, 1998, 1999, &
Public Safety  |2000 Division of Fire Safety inspections of casinos. $140,500 |2000.
Colorado
Bureau of FY 1997 thru Colorado Bureau of Investigation crimina enforcement Average annual cost in Fiscal Years 1997, 1998, 1999, &
Investigation  |2000 & intelligence support for gaming. $585,000 |2000.
Department of |FY 1997 thru For administering the Contiguous Counties and Local Average annual cost in Fiscal Years 1997, 1998, 1999, &
Local Affairs 2000 Government Limited Gaming Impact Funds. $66,000 |2000.
Department of Reconstruction and upgrades on roads in Black CDOT contributed a minimum of another $6.5 million to
Transportation |Recently done Hawk/Central City and Cripple Creek areas. $2,300,000 |these projects.
Department of |FY 1996 thru Inactive Mined Land Program for reclamation & Average annual cost in Fiscal Years 1996, 1997, 1998,
Natural 2000 : : : L 1999, & 2000.

safeguarding of sites exposed by gaming activities.
Resources Water Conservation Board for master drainage plans &

flood mitigation planning.

Minerals & Geology to safeguard abandoned mine

hazards & provide a safety awareness program.

Parks & Recreation due to increased travel in state

parks requiring more patrols and maintenance.

Soil Conservation to meet increased demand for soil

surveys & to compile afinal report.

Division of Wildlife for increased staff time to

comment on proposed devel opments, process

applications for land use changes.

State Land Board has seen appreciated land valuein

Teller County. $121,000
Judicid FY 1995 thru Additional court clerks and judgeships added in FY Average annual cost in Fiscal Years 1995, 1996, 1997,
Department 2000 1995. $204,000 |1998, 1999, & 2000.
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GAMING IMPACTS REPORTED BY VARIOUSAGENCIESTO THE LIMITED GAMING CONTROL COMMISSION

LOCALITY/ |PROJECT OR COST OR

AGENCY IMPACT DATE |IMPACT OR PROJECT (REVENUE) [COMMENTS

Ute Mountain Increases in average daily traffic of roads surrounding
Ute Tribe & gaming communities: 370% on SH 119, 118% on SH 67,
Colorado Road construction & improvement including US6 & - 124% on SH 24, and 38% on SH 160 north of Towoac.
Department of 70 overlay & improvements, SH 119 widening, Traffic counts during peak periods may exceed 20,000
Transportation [FY 2001 & 2002 |maintenance of al roads. $16,167,000 |ADT. CDOT to pay for $8.46 million.

Net Dollar Amount of Impacts Listed* $72,760,700

* This net figure reflects the reported costs and revenues of gaming impacts over about eight years (Fiscal Y ear 1995 through 2002). Thisis not intended to
represent the total of impacts or additional revenues. Furthermore, as noted above, some of the projects include aspects that may not be strictly gaming
related and therefore will use some non-gaming funding sources.
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1999 GAMING IMPACTS REPORTED TO THE DEPARTMENT OF LOCAL AFFAIRS

THROUGH THE LOCAL GOVERNMENT LIMITED GAMING IMPACT FUND GRANT PROCESS

GAMING
TOTAL SHARE GRANT
PROJECT (REQUEST AMOUNT
LOCALITY/ AGENCY IMPACT OR PROJECT COST AMOUNT) AWARDED
To offset their portion of ajoint gaming study commissioned by La Plata county, the
Archuleta County  |Division of Gaming and the South Ute Indian Tribe. $ 118,000 | $ 15,000 | $ 15,000
Boulder County Sheriff's]
Dept. To maintain increased DUI patrols along Highway 119. $ 56,732 | $ 32,292 | $ 32,292
Town of Nederland  |Completing one portion of a street widening project and beginning another. $ 212,000 | $ 47,000 | $ 47,000
To provide advocacy and direct service to victims of child abuse and neglect in Boulder
Voices of Children |County. $ 30,000 | $ 15,000 | $ 15,000
Boulder County
Columbine Health | To upgrade computer equipment and medical equipment based on gaming impacts. $ 33569 | $ 53,200 | $ 30,000
Nederland Fire To offset cogts related to eliminating emergency communications "dead spots' between
Protection District  |Highway 119 dispatchers. $ 12975 | $ 6,488 | $ 6,488
Clear Creek
Ambulance/Fire For the construction of a 6,000 sgft station to house administrative offices for Clear Creek
Authority Ambulance and Fire Authority. $ 411980|$ 262544|% 262,544
Clear Creek County |For flood mitigation project on Clear Creek County Road 281. $ 335398 ($ 256978 |3% 256,978
Clear Creek District [ To purchase a facsimile machine and copy machine. Approximately 18% of the criminal
Attorney's Office  [cases prosecuted were gaming related. $ 10,495 | $ 7871 | $ 6,000
To purchase a speed detection/traffic counter trailer for speed enforcement and planning
City of Idaho Springs |[purposes and to purchase street repair equipment. $ 53,200 | $ 37,000 | $ 37,000
Volunteers of America |To offset pay roll costs inflated due to wage competition with the casinosin Gilpin County. | $ 51,963 | $ 10,932 | $ 10,932
Clear Creek County |To continue the operation of ayouth support group previoudly funded with gaming grant
Advocates funds. The group counsels children exposed to domestic violence. $ 12,600 | $ 7,400 | $ 7,400
Clear Creek
Ambulance/Fire To purchase an ambulance, a 9000 watt command light tower and a hydraulic power
Authority generator. In 1998, 14% of the fire calls were gaming related. $ 103534 (9% 79534 | $ -
For costs associated with prosecuting gaming related casesin Teller and El Paso counties.
4th Judicial Dist. 36% of the cases handled in Teller County were gaming related and 5% of the total cases
Attorney's Office handled in El Paso were gaming related. $ 502375|$ 264557 |$ 224,400
CASA of Colorado [To provide advocacy and direct service to victims of child abuse and neglect in El Paso
Springs County. $ 43550 |$ 43550 | $ 30,000
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1999 GAMING IMPACTS REPORTED TO THE DEPARTMENT OF LOCAL AFFAIRS

THROUGH THE LOCAL GOVERNMENT LIMITED GAMING IMPACT FUND GRANT PROCESS

GAMING
TOTAL SHARE GRANT
PROJECT (REQUEST AMOUNT
LOCALITY/ AGENCY IMPACT OR PROJECT COST AMOUNT) AWARDED
Center for Prevention of | To pay for a portion of its gaming related operating and personnel costs in El Paso County.
Domestic Violence  |6% of the cases handled were gaming related. 47930 | $ 220251 % 15,000
Green Mtn. Falls Fire |For the creation of atraining center to be used by all fire districtsin the region. The District
Protection District  |incurred $53,031 in gaming related expenses. 19,500 | $ 16,500 | $ 12,000
To initiate a dust abatement pilot project on Old Stage Road. There has been an increase of
El Paso County 95% in vehicle traffic on the Road since 1991. 76,000 | $ 76,000 | $ 30,000
Cascade Fire Protection [For construction of an equipment storage facility. 11% of the calls responded to were
District gaming related. 144611 | $ 61611 | $ 40,000
To chip/seal a 15 mile portion of High Park Road. There has been an average increase of
Fremont County 98% in vehicle traffic on the three county roads included. 225,000 [ $ 180,000 $ 180,000
To congtruct afacility to house ambulances, administrative offices and other facilities. 85%
Gilpin Ambulance, Inc. |of the calls handled were gaming related. 368,400 | $ 300,000 $ 300,000
Centra City Volunteer |To purchase a four-wheel drive rescue vehicle to be used primarily for accidents along
Fire Dept. Highway 119. 120,000 | $ 70,000 | $ 70,000
Gilpin County For the purchase of a copier/fax machine, computer, paving the parking lot and to offset a
Columbine Family  |portion of the personnel and operating costs. 30% of the clients served in 1998 were gaming
Hedlth related. 356,000 | $ 82,000 | $ 60,000
Eagle's Nest Child Care | To supplement wages paid to center employees in response to wage competition with local
Center casinos. 205,705 | $ 57,314 | $ 50,000
Centura St. Anthony's [To purchase a modular building for a health care clinic. The clinic served 960 gaming-
Gilpin County related clientsin 1998. 170,000 | $ 92,000 | $ 92,000
High Country Fire | To purchase and equip a new fire engine which will respond to fires and accidents dong SH
Protection District  |119 and 46. An estimated 16% of calls are gaming related. 250,000 [ $ 125,000 | $ 75,000
1st Judicial District | To cover costs associated with gaming related prosecutions. An estimated 88% of cases
Attorney's Office  [handled in the 1st quarter of 1999 were gaming related. 302,687 ($ 176687 |$ 176,687
Golden Gate Fire | To upgrade the radio communication system The FPD responds to calls in Gilpin and
Protection District | Jefferson counties. 37914 | $ 32414 | $ 20,000
Jefferson County To cover gaming related costs of operating the Jefferson County Jail. An estimated .03% of
Sheriff's Office inmates are gaming related. 1052351 % 105235| $ 95,000
To offset a portion of the cost of improving Gap Road which connects to SH 72 which isan
Jefferson County alternate route to gaming cities in Gilpin County. 116,450 | $ 25,620 | $ 25,620

C-5




Appendix C

1999 GAMING IMPACTS REPORTED TO THE DEPARTMENT OF LOCAL AFFAIRS
THROUGH THE LOCAL GOVERNMENT LIMITED GAMING IMPACT FUND GRANT PROCESS

GAMING
TOTAL SHARE GRANT
PROJECT (REQUEST AMOUNT
LOCALITY/ AGENCY IMPACT OR PROJECT COST AMOUNT) AWARDED
City of Golden To offset costs of various city services and programs, some of which are gaming related. $ 4013306 |$ 113136($ 113,136
Pleasant View Fire |To purchase a pumper/rescue fire engine and equipment. An estaimted 1% of calls the FPD
District responded to were gaming related in 1998. $ 375158 |$ 375158 | $ -
To offset costs for patrols of road near gaming localities. Between 2% and 5% of the
La Plata County Sheriff's office functions in 1998 were gaming related. $ 228483 ($ 142462 |3$ 142,462
For a pavement overlay on part of County Road 516 which is needed due to increased traffic
La Plata County since the opening of a casino in the County. $ 515442 ($ 200,000 $ 200,000
To pay for routine maintenance on twelve county roads affected by gaming traffic. Traffic
La Plata County has increased on the roads by an average of 16% since gaming began. $ 4263309 30,947 | $ -
6th Judicial District  [To provide indigent therapy, treatment services, and education programs for gaming related
Probation Dept. offenders. $ 5000 | $ 5,000 | $ -
For expenses related to law enforcement work including the replacement of two police
Town of Ignacio vehicles and equipment. About 12% of police cals are considered gaming related. $ 148595 ( $ 69,155 | $ 69,155
To upgrade county roads with greatly increased average daily traffic (ADT) since gaming
Montezuma County |began. ADT is estimated to have increased over 1,000% on these roads. $ 680,660(% 416900|% 250,000
To upgrade the 911 service for Y2K compliance. An estimated 1% of police callsin 1998
City of Cortez Police |were gaming related. $ 27,000 | $ 21,000 | $ -
For costs of rebuilding part of County Road 102. Average daily traffic on the road has
Park County increased about 190% since gaming began. $ 98,000 | $ 78,400 | $ 50,000
Lake George Fire | To purchase fire and emergency equipment. An estimated 2% of callsin 1998 were gaming
Protection Dist. related. $ 39,179 [ $ 29,179 | $ 29,179
Southern Park County |To purchase a multi-purpose emergency response vehicle. An estimated 40% of callsin
Fire Protection Dist. {1998 were gaming related. $ 74,500 | $ 44500 | $ 44,500
For costs of repaving part of CR 11. Traffic has increased about 200% on the road since
Teller County gaming began. $ 1,705695|$ 316278 |$ 316,278
For costs of repaving part of CR 1. Traffic has increased about 85% on the road since
Teller County gaming began. $ 2609559 | % 1,158,645 | $ -
Teller County* For a study on the needs for enhanced emergency services radio communications. $ 52514 | $ 36,870 | $ 30,000
For costs of an ongoing water quality/quantity study. Growth due to gaming has placed
Teller County* strains on the current water systems. $ 67,000 | $ 50,000 | $ 40,000

C-6




Appendix C

1999 GAMING IMPACTS REPORTED TO THE DEPARTMENT OF LOCAL AFFAIRS
THROUGH THE LOCAL GOVERNMENT LIMITED GAMING IMPACT FUND GRANT PROCESS

GAMING
TOTAL SHARE GRANT
PROJECT (REQUEST AMOUNT
LOCALITY/ AGENCY IMPACT OR PROJECT COST AMOUNT) AWARDED
Northeast Teller County
Fire Prot. Dist. To build afire substation. An estimated 9% of callsin 1998 were gaming related. $ 46,800 | $ 46,800 | $ 40,000
CASA of Colorado [To provide advocacy and direct services to child victims of abuse and neglect. An estimated
Springs 60% of reported cases in 1998 were gaming related. $ 35,000 | $ 26,000 | $ 23,000
Prospect Homecare
Hospice To provide hospice home care services for indigent gaming related clients. $ 4410 | $ 4410 | $ 4,410
Teller County* For an assessment of Teller County road system. $ 172500 [ $ 150,000 | $ 120,000
Teller County For capital improvements and maintenance of 2 county buildings. $ 50,500 | $ 42,000 | $ 40,000
Homesfor Teller Funds to assist in the development of a project to develop a 45-unit housing devel opment.
County The housing is needed due to gaming. $ 52,000 | $ 50,000 | $ -
For maintenance and renovation of systems in the County courthouse. An estimated 20% of
Teller County court cases handled in 1998 were gaming related. $ 217830($ 207,180 | $ -
Divide/Florrissant Fire [To build afire substation and purchase a vehicle and equipment. An estimated 20% of calls
Protection District  |in 1998 were gaming related. $ 170,300 | $ 75,000 | $ -
Community of Caring
Fndtn., Teller County |To create an alternative education program for at-risk studentsin Teller County. $ 134174 (% 50,000 | $ 50,000
To fund a study of the impacts of gaming on the crimial justice system, social services, and
Jefferson County other county services. $ 154,198 ($ 153989 | $ -
Totals $ 16,940,063 | $ 6,454,761 | $ 3,784,461

* These 3 Teller County requests were given a combined award of $190,000, or about 80% of the combined requests. These are reflected in the Grant

Awarded column.

Source: Department of Local Affairsfiles.
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